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Ottawa, Ontario 
Monday, October 29th, 1962. 
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THE CHAIRMAN: We will now resume. 

MR. MONGRAIN: Your Lordship and gentlemen, 
in the name of my colleagues, the mayors of Canada, - 
I would like to thank you for giving us this 
opportunity to express the views of our municipalities 
on the relations of banking and finance with our 
local governments. a 

With your permission, I will ask our 
Executive Director, Mr. George Mooney, to take over 
Since he has had the most to do with this submission 
that we are presenting to you this morning. 

THE CHATRMAN: Mr. Mooney? 

MR, MOONEY: My Lord, perhaps I should 
introduce the group who are before you. There is the 
President of the Federation, J.A. Mongrain of 
Trois Riviereia’fo my Paroright*is Mr. Douglas 
H. Fullerton, who has been co-opted by the Federation 
to assist in the preparation of certain sections 
of our submission and he is here as an expert ‘on our 
behalf on certain questions pertaining to the marketing 
of bonds and matters related thereto.if they should be 
asked. Then we have Mr. Eric Beecroft, who is the 
Director of our Ottawa Bureau. Then we have Mayor Armand 
Turpin of Hull on my immediate right. Then we have 
Mayor Waieratn on my left, and then Mayor Dawson 
of Mount Royal, Quebec, and then Mayor C.N. Kushner, 
Q.C., of West Kildonan, the immediate past president 
of the Federation. Then we have Mayor J.E. Lloyd 
of Halifax, Nova Scotia, and then Mr. J.S. Lowther, 


Commissime@of Finance for the City of Ottawa, who has 
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participated in the preparation of the submission 

and he. is also here as an expert witness, particularly 
on matters pertaining to the procedures and the 
mechanics. I am George Mooney, the Executive Director. 

Now, as I understand it, gentlemen, you 
have ploughed through the submission. It has not 
been the custom, nor is it our desire unless you sioaid 
desire us to do so, to review or summarize the 
Submission. We think that. it is in fairly good 
syStematic order. 

We have endeavoured in this submission to 
place on the record data and points of view pertaining, 
we believe,to the terms of reference of the Royal 
Commission on Banking and Finance in so far as 
the municipal governments of Canada are concerned. 

We have, we think, pretty well covered 
the waterfront and I understand that you probably 
will want to direct some questions to us. -I shall 
endeavour wherever possible to seat) wick the questions 
which may be raised, but with your permission I 
would like the opportunity to call upon others who 
comprise the Federation group to deal with any 
Specific matters on which I think their information 
might be more complete and perhaps more informative 
than mine. 

THE CHAIRMAN: Are the rural townships 
part of your organization? 

MR. MOONEY: Yes, indirectly they are, 

My Lord. As we have explained in the early part 


of the submission, the Federation is a national 
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organization of municipal governments and it has two 
types of members; one type might be described as 
Girectly affiliated with municipal governments, and. 
there are the larger cities and towns, and with a 
cross section of these smaller communities across 
the country, and then the provincial unions and 
associations across the country, and it is the 
provincial unions which embrace ein their member- 
ship rural and township organizations which are 
indirectly within the framework of the general 
activities of the Federation. 

THE CHAIRMAN: Very well, Thank you. 

It is not necessary to make any preliminary statement 
on the issues raised in your brief. As you have 
mentioned, we have all read the brief with great 
interest and I think that most of the members of 

the Commission will ask questions and most of the 
major points will emerge in the course of discussion. 
We will now proceed. 

COMMLSSIONER HARROLD: Perhaps I should 
start off with = question on the very first section, 
and this is the section on recommendations and 
suggestions on page 2. 

Now, section 7 (c), the first part of that 
particular paragraph; I understand the second part, 
but I would like a little more explanation as to 
what is meant by the first part. It says: 

"Present federal tax law puts 
municipalities and other governments at 


a disadvantage in comparision with corporation 
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who can charge bond interest as an 

expense." 
And then it says: 

"This means, in effect, that corporate 
taxes are reduced by approximately one-half 
of the interest paid.” 

I am rather at a loss to know just exactly what 
that means. Can.you explain that further? 

MR, MOONEY: I would like to ask Mr. 
Fullerton to deal with that question. 

MR. FULLERTON: Well, corporate borrowers 
ean charge steady interest on bonds as an expense 
prior to calculating income tax, so that they can 
therefore tend to make bond interest as being 
partially paid for by the Federal Government in a 
sense, and if they pay 6 per cent bond interest it 
is really 3 per cent in terms of tax income, whereas 
the corporations and the municipalities do not operate 
under that same advantage. 

COMMISSIONER HARROLD: I am at a loss to 
see where the disadvantage is as far as municipalities 
are concerned. They are not in competition with 
corporations. 

MR. FULLERTON: They are in the bond market. 

COMMISSIONER HARROLD: Well, the second 
paragraph refers to the investors or the people 
who are going to buy your bonds. Does that mean 
that the first sentence refers to the investors, 
too? 


MR. FULLERTON: No, there are two separate 
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points here. The first is that the corporate ‘borrowers 
have an advantage by being able to deduct interest 

paid from their taxes, and the second point is that. 
the investors who own stocks can claim a tax credit 

on their dividends on these stocks. 

COMMISSIONER HARROLD: Well, I understand 
that particular’ part, but I am still not quite clear 
as to what effect it has on the municipalities. 

MR. LLOYD: May I speak to this as an- 
accountant rather than a mayor? I would like to 
make a general observation, if I may. The first 
few pages are an attempt at summarizing, and perhaps 
the tremendous value of this document -- which is 
on the following pages -- may suffer by this 
attempt at summation, and I do trust that the ~ 
Commission -- as I mentioned to my group last 
evening -- will not think that the summary would 
give you all the benefits of the submission which we 
hope to bring to“ the* Commission. 

As I would interpret the first. part of 
(ec) -- and I thirk it 18a RNG on through the 
brief -- it says: 

"Present federal tax law puts 
municipalities and other governments 

at a disadvantage in comparision with 

corporations who can charge bond interest 

as an expense," 
The decision making as to what kind of money you 
can seek for your purpose on the part of private 


corporations is influenced by the fact that it is 
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deductible and therefore they are in the market 
seeking capital funds by way of borrowing in 
competition with municipal.and other governments, 
and they can make it more attractive to the 
investor because they have this feature of tax 
deduction, and I think that it.is in that sense 
that it is meant. 

THE CHAIRMAN: Not to the investor? 

MR. LLOYD: To the borrower, I am ean 
The private corporate borrower says, "Well, let us. 
get as many bonds as we can since we can take these 
as tax deductions," and it becomes related to the - 
costs of their equity capital, and this is particularly 
true of utility corporations. 

MR. MOONEY: We are trying to suggest 
that there are two types of borrowers, as far 
as this paragraph is concerned. One, the private 
corporation and the other the public body of the | 
municipality, and that because of the existing 
federal tax laws with respect to a private borrower, 
he is able to dedict,. that as part of the cost 
of his borrowing from his income tax returns and 
this decidedly puts municipal government at a. 
competitive disadvantage as compared to the private 
borrowers who, in the last analysis, are able to 
porrow their money cheaper than the municipal 
governments because they are able to charge back 
part of the cost to the federal government throygh 
the income tax. 


THE CHAIRMAN: The municipalities don't 
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pay income tax. 

MR. MOONEY: That is true, but they are 
borrowing the same dollar. ake 

COMMISSIONER LEMAN: The higher the tax 
rate on corporations the more advantage the corporations 
would have, is about the way the argument runs. 

MR. FULLERTON: Yes. 

MR. LLOYD: I am sure that the Commission 
sees the point. 

COMMISSIONER GIBSON: It sounds as if it 
is an advantage to pay taxes. 

MR. LLOYD: It may sound that way, but 
it is a fact that here is a group of people who 
want some money for a purpose, and in making their 
decisions they are bound to look at the tax position. 
L havenee Peenk one of my clients that doesn't, 
and I am sure that many of the clients of any consultant 
looks at the question of the tax position. This 
influences their decision as to how much private 
stock, how much common stock, and how much borrowed 
money they are gsing to go into the market for, 
and it is in this sense I think that this summation 
is made. 

COMMISSIONER HARROLD: IT am still 

not quite clear. It: is from the point of view 
of the borrower, but if it was from the point of 
view of the attractions to get money, I can go 
along with the second part, but I am still not 
quite clear as to how they are at a disadvantage 


as compared to corporations. If the municipalities 
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are not paying taxes, surely from the point of view 
of the corporation or the municipality there is 
no disadvantage from their point of view. 

MR. LLOYD: <A disadvantage in the sense 
that it costs us more money because our competitors 
are seeking this for their own purposes and are 
willing to pay a higher price, because they can 
use it as a tax deduction. 

MR. KUSHNER: I think that the point made 
by you is correct up Bo a points; in other words, - 
from the point of view of the investor who buys 
the bonds, regardless of whether it is a corporate 
or a municipal bond he will get the same tax position, 
so at first glance there would be no difference, 
but what we are trying to say -- at least, I gather 
this from the way I interpret the first clause --. 
is that since it makes very little difference to 
the investor, tax wise, and he may be interested 
in a corporate bond that may give him some other 
advantages as against a municipality bond and this 
drives our costs up due to the pressure of the 
corporate bonds also being on the market, so that 
from the investor's point of view at first glance . 
it wouldn't make any difference, but if he has 
an advantage in a corporate bond as compared to 
ours, we are in competition; not because there 
is any merit in one or the other, but the investor. 
has an advantage in that with a group of corporate’ 
bonds their interest is deductible as a tax item, 


whereas ours is not. We are placed in unfair 
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competition here in the open market and it is a 
litvle narrower than the competition you are trying 
to place, and this is all that we had in mind. 
COMMISSIONER MACKINTOSH: I would suggest 
the only valid point you have here is that the A 
corporate borrower may be led by the tax deductibilty 
feature to be a little less prudent in trimming 
his demands on the market? 
MR. KUSHNER: That is quite right. 
COMMISSIONER MACKINTOSH: I think it is 
not well stated as a disadvantage; eacheus they 
do price on the market to some degree because of 
that, but I can see no other valid point in this 
first part. 
MR. TURPIN: Don't you think that if 
the investors are offered, say, 63 or 7 per.cent 
bonds as against ours at 54 or 53 per cent, that 
in reality the corporations are placed in afar 
better position because half of their interést 
expenses on these bonds are charged against their 
tax to the goveriiment. They are able to raise 
the interest on their bonds as against ours by 
one-half or three-quarters of a per cent. 
THE CHAIRMAN: Is there any evidence 
that they do that? Why would they do that? It 
costs them more Levenes do what you suggest. 
MR. KUSHNER: Yes; but there is this 
difference; let us take the hypothetical case of 
money 
a corporation which wants to borrow/and is prepared to spy 


6 or 7 per cent, you can't from the investor's point 
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of view -- take the borrower as compared to the 
municipality ; the municipality has to go to the 
market and has to come up to that, otherwise the 
investor will be attracted more to the corporate 
bonds. 

The net result is this, though; that 
whereas our 6 per cent, or whatever rate you put 
on it,is 100 per cent expense to us, I°think the 
rate of interest on a corporate bond may be only 
part of that as an expense, because part will be 
deductible as an income tax item anyway, so‘ that 
difference in the two places the municipality 
at a disadvantage and he only pays a part, depending 
on his tax rate. There is that difference, I think, 
Dr. Mackintosh, at any rate. It may only be a small 
difference, but there is mought in the total. 

COMMISSIONER MACKINTOSH: Another point 
is that you would not embrace joyously the obvious 
way of remedying this? 

MR. LLOYD: There are many ways of doing 
it; I am not sire what you are referring to. 

COMMISSIONER MACKINTOSH: Putting the 
taxes on municipal revenue. 

‘MR. LLOYD: No, this is the point I 
tried to make earlier. I made this statement 
last evening, that I was afraid that the first 
few pages, which would attempt to summarize, would 
in some way under-sell the great value of the 
eontents of the brief at times, and I will illustrate 


this with a reference. If you would turn to pageo-l, 
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Section 1, gentlemen, you will see that it says: 
"In comparing their position with 

Sir Borde borrowers, the municipalities 

(and, presumably, the provinces) feel 

that they merit special consideration by 

the Federal Government. Interest on 

corporate bonds is a cost-sharing business 
and a deduction from income before taxes. 

A corporation therefore tends to regard 

the coupons of a bond as half chargeable 

against income tax. While it is technically 
incorrect to argue that corporate borrowing 
is actually subsidized by the federal 
treasury, the effect is somewhat similar 
and tends to tilt corporations towards 

bond issues rather than equity financing. 

This, in turn, increases the pressure 

on the market generally and may raise ~- 

costs for other borrowers." 

We are mindful of the fact that there is 
another Royal Coumission on Taxation, and what 
effects that might have on this we don't know, but 
in our position I think we are quite properly 
drawing this sector to your attention. 

COMMISSIONER BROWN: It seems to me that 
there are two points you are trying to make heres: 
one is that corporations in a rising bond cost 
market are at an advantage, in your opinion, because 
of this tax thing? 


MR. LLOYD: Yes. 
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COMMISSIONER BROWN: And the second 
point is that corporations, because they can charge 
off interest as an expense, tend to increase the 
number of bonds in the market quantitatively as 


well as qualitatively? 
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MR’ LLOYD’ * Yes: There is the disadvantage 
on the one hand of a limitation on sources of,,funds. 

COMMISSIONER LEMAN: Mayor Lloyd, have you 
ever seen figures with respect to the average capital 
structure of corporations when income tax was at an 
average’ of 10,. 10°“ or 15°‘per’ cent’ as against what it is 
now, an average corporation tax of 50 per cent? 

Pin. HOY" No*{'I*have not, sir. 

COMMISSIONER LEMAN: I believe the record 
Shows it has not changed very substantially as a PRshit 
of the higher income tax. 

MR. LLOYD: If the Honourable Chairman will 
permit an observation on a matter of statistics, I have 
found in my experience that this generally can be 

rather dangerous. I was reminded of a story Lord Amory tpld 

recently in Fredericton: that statistics should be used 
like a drunk uses lamp posts, for support and not 
enlightenment. PAPind it very “difficult from our 
rather modest position in municipalities to unravel all 
the intentions of references’ to statistics in a general 
way. There are volumes written on the subject. a 
think it can be clearly stated for our purposes that 
this circumstance does create a greater demand for bonds 
among the municipalities. It is the only way they 
can borrow money in Canada to a substantial degree, and 
their borrowing is limited by this factor. That is 
all we say. We say no more than that. 

MR. MOONEY : Mr. Chairman, I think Mr. 


Fullerton would like to make a further observation. 
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MR. FULLERTON: It is in reply to Dr. 
Mackintosh's point about an Sogedabtive approach to 
taxing municipal income. I would personally suggest 
as an alternative that on a corporation bond the 
interest be deductible after tax. This would help 
corporations to a much higher extent in equity 
‘Paganewad as it would free the bond market for 
municipal borrowers. 

COMMISSIONER MACKINTOSH: Possibly that 
Suggestion would find merit with the tax commission but 
I doubt that their major reason for doing it, if they 
should adopt that regulation, would be to improve 
municipal borrowings. Other factors would enter into 
it. 

COMMISSIONER HARROLD: Perhaps we could go 
on to another question. I am interested in paragraph 
(f) on page A-2 of your brief. This is not the first 
time I have seen this in print but’ I should like: to 
ask for a few examples of what you have in mind when 
you state it in this way: 

"The allocation ofifunds by. senior 
governments for capital development 

projects reflect a built-in bias 

against the requirements for the 

rapidly growing urban areas." 

Re I understand it, the Federation of Mayors 
and Manreipari vied: represents, as: stated in your ppee | 
350 cities, towns, villages, townships,’ a'cross-section 
of municipalities of all kinds. In viewiof).this I would b 


interested in knowing what you have in mind. I presume 
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it is capital projects you are referring to there? 

MRe LROYDe\wYes. 

COMMISSIONER HARROLD: Would you give us a 
few examples of what you had in mind when you put this 
paragraph in?. 

MR. MOONEY: Mr. Chairman, this is thin ice. 
One could recite relatively recent examples of what we 
had in mind when the sentence was put that way, and one 
could go back over a long period of time to indicate 
that in terms of both the federal and provincial 
governments there is a certain tendency on their part. 
This tendency on the part of the senior peveriaentey 
we say, is influenced by the composition of 
representation in these legislatures in the balance of 
rural as against urban representation, with the result 
there is a tendency to favour the rural needs of the 
nation rather than the urban needs of the nation. 

THE CHAIRMAN: Do you not represent the rural 
as well as the urban? 

MR. MOONEY: I do not think the Federation 
represents the rural in the complete sense that the 
Federation bata IS more accurately represents the 
urban communities of the nation, although this means 
the largest metropolitan cities ‘to the smallest little 
cross-road hamlets. But we are not here now represent- 
ing, for instance, the western wheat farmers or ihe 
potato growers of Prince Edward Island. 

THE CHAIRMAN: No, but do you not represent 
the rural eer and rural townships? 


MR. KUSHNER: Surely that does not prevent 
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us, Mr. Chairman, from looking objectively at a problem. 

THE CHAIRMAN: I was just wondering what the 
view of the rural townships would be on this question. 

MR, KUSHNER: I think all that Mr. Mooney 
is trying to say, Mr. Chairman, is that due to the 
heavy imbalance with respect to representation in the 
various legislaturesand in the Parliament of Canada, 
an imbalance favouring the rural side, their objectivity 
is biased and their means of allocating capital funds 
is bound to be biased. What we are endeavouring to 
point out to the Commission is that the urban taxpayer, 
and in large our tax dollars come from the urban centres, 
not only has to pay for his own capital borrowings 
but, through federal and provincial progects, hes to pay part 

of the tune in the rural areas of the country. We 
are not saying something has to be done that way, but 
we say when it is done that way it is another pressure 
on the urban municipalities. 

COMMISSIONER HARROLD: I am aware of that 
but my question was: can you give us a few examples 
of what you have in mind? 

MR, LLOYD: We could give you examples, 
scp, For instance, there it's gasoline user tax 
imposed in the Province of Nova Scotia. Ito dis 
universally applied to all users whether, for instance, 
it is truck solely operating within a city or one 
operating on provincial highways, and so on. Despite 
this source of revenue, in the case of the City of 
Halifax there is a limited access highway being 


constructed and the minute it passes the boundary line -- 
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and it is one hundred per cent paid for -- by provincial 
law .fifty per cent..of the capital eiad waa be borne by 
the City of Halifax. This is. very realistic. Lt 
costs us $1,200,000.00 currently. 

On the other side of the coin, in attempting 
to deal with taxation and financing in the Province of 
Nova Scotia -- and I think this applies generally to 
other areas throughout Canada -- they measure the 
volume of real property assessments as the ability to 
pay. This, of course, assumes that in the large 
urban districts they have the same obligations to supply 
services as in the smaller villages and towns, despite 
the fact that in the smaller villages and towns. the 
Royal Canadian Mounted Police may provide the police 
force, and the provineial government may build the 
main traffic arteries, Yet they use real estate as 
the measuring stick of the ability to meet obligations 
for education and highways. 

COMMISSIONER HARROLD: You -are really 
suggesting ata are representation for the major cities. 

MR. LLOYD: I, think .1t. is,.the .orientation 
on the part of the provincial governments! finances 
forgetting, of course, a good many other considerations 
one could deal with. One could write a book on the 
subject of representation in the legislature. 

THE CHAIRMAN: Well, the big municipalities 
have the great industrial and commercial assessment, 
something which is denied to the rural. 

MR. LLOYD: Let us take the position of the 


County of Halifax. It has no industrial exemption. 
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Boundary lines are slow in being changed. There seems 
to be a very determined attitude to go very slow on the 
subject of extended boundary lines. You have this 
experience, Mr. “Perter, “in “ToOrornce:. You say they 

have the industrial assessment. This, examined very 
carefully, is not such an advantage as sometimes appears 
to’ be seen, for it also creates” demands for” services. 

As elsewhere contained in this brief, you will have 

the industry located in the city but the employees of 
that industry residing in the dormitory county next 
door. But the dormitory county next door is the 

one feeling the pinch, and this is why we make this 
statement to you. Lt 18° just as’mucn’ on behalf 

of the county government as it is on behalf of the 

Clty. It is wrong both ways. 

COMMISSIONER HARROLD: Your main examples 
are highways and education? 

MR: LLOYD: “There” gre- others. 

Mk. TURPIN: In the Province of Quebec’ 
the government subsidizes the construction of sewers 
and water works for the smaller eSaneds tees. and it 
never does so for’ the larger cities’ or medium-sized 
eities. They do the’ same thing in respect to paving 
of streets. They never do it for the cities but they 
do it for the smaller communities. That might be 
ye Seeks 

MR. KUSHNER: If I may, Mr. Chairman, 
direct your mind again to the problem before this 
Royal Commission, the problem of banking and finance 


and not so much the division of the tax dollar, what 
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we are trying to point out is that due to these various 
factors which are influenced by this disproportionate 
representation as between rural: and urban communities 
in the various legislatures throughout the country, )). 
there is certainly asresultant:pressure on»the urban 
community to pick up costs. As ai consequence of sthis, the 
Capacity for the urban community -- which is a big 
borrower in the capital market -- to borrow is greatly 
affected rs COM We are not asking you to change the 
representation in the house, but we are just pointing 
this problem out to you, one which prevails across 
Canada. We know the history of it. It is: one of 
those things, but the fact is that the capacity of 
the big municipality to borrow is handicapped. 

COMMISSIONER HARROLD: Perhaps we could go 
on to the next: topic: I was just interested in having 
this pointed cup ‘a olittle more; Eveisicnot 2the first 
time we have heard of it or talked about it. Perhaps 
we could go on: to the topic of “revenues. In paragraph 
(a) on page F-1 you say: 

"Tt has been suggested that 

municipal governments are not 

fully utilizing: the property «tax 

as a means to increase local 

revenues. This view is not 

Shared by municipal administrators 

who feel that, generally speaking, 

property is now being taxed at 

a level beyond which it would be 


dangerous to go." 
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The question is this. There is quite a 
variation, is there not, on the level of taxes in 
various cities and towns, and so on? 

MR. -MOONEY: Yes, there is quite a 
variation. May I say in reference to this, in as much 
as we are now discussing this section on the burden 
of municipal taxation, that we should like to correct 
page F-l. I have brought a correction with me. 

COMMISSIONER LEMAN: It might be simpler 
if you could give us the exact wording of the correction. 

MR. MOONEY: There are three fundamental 
corrections. First of all; there is a typographical 
error, In paragraph (c) in the eighth line the percentage 
figure of 31.4 is incorrect. It should read: 

"By level of government this 

income group contributed 22.8 per 

cent of the federal revenues, 25.8 

per cent of the provincial revenues 

and 34.1 per cent of the funds 

raised by local governments." 

At the conclusion of that paragraph the 
sentence should be concluded by reading: 

Ht, tasfrvoemrwbich itt ecanfbe 

concluded that the lower income 

group have a greater relative 

importance to the fund raising 

activities of municipal governments 

than to the fund raising of senior 

governments, " 


Then there is a clarification, not 
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necessarily a clarification. but .a little more definite 
spelling out in paragraph (f). It should read: 
"In so far as local property 

taxes are concerned the $7,000 

and over income group accounts 

for approximately 30 per cent of 

the total. tax paid...." 

We want to specify it as the "$7,000 and 
over income group". 

COMMISSIONER HARROLD: Would you repeat 
that last correction, please? 

MR.» MOONEY: Yes. It is the first part 
of paragraph (f). It should read: 

"Insofar as local property 

taxes are concerned the $7,000 

and over income group accounts 

Or omag 

I do not think it had anything to do with 
the question you were raising. This is merely a 
correction on the page. 

COMMISSIONER HARROLD: I shall repeat 
my question. Is there not a considerable variation 
in the per capita tax amongst cities of comparable 
sizes? 

MR. MOONEY: Yes, there is. It is not a 
wide variation but there is a variation. It is 
not uniform, per capita-wise, in every municipality, 
but there is a variation. 

COMMISS TONER HARROLD: Would that not 


influence whether you could determine that a property 
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is now being taxed at a level beyond which it is 
dangerous to go? 

MR. MOONEY: I do not think so, i 
should imagine there are some municipalities inp. this 
country: that could stand, without danger, an increase 
in a property tax imposed, but generally speaking 
for most municipalities, and particularly for the 
larger municipalities across the country, we are of. 
the view that the present taxes that are imposed by 
means of the property tax are pretty well at their 
peak. 

COMMISSIONER HARROLD: May I ask one 
more question along the same line? How do you 
measure that, by tax arrears or just by objections to 
are 

MR. MOONEY: I would think there are 
several general measurements that one could apply. 
Tax arrears would be an indicator, and in some areas 
of. the country there is quite a problem with respect 


to the basis of present property rates. 
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We have not included a reference to that 
in this document, but as recently as about 18 months 
ago the Canadian Tax Institute produced a study on - 
the matter, and there was quite strong evidence at 
that time based, I think, on the year 1958 or 1959,: 
that the percentage uncdllectédecc. tax arrears -- 
that is, unpaid taxes -- was growing, but we did 
not introduce that as a factor here. 

One of the measurements we have indicated- 
on the graph which follows page F-1. That applies 
to one city, namely, the City of Vancouver, wherein 
over the most recent five-year period total general. 
municipal taxes have increased at a higher percentage 
than the average wages paid in that community. 

This is an indicator which we think has significance. 

You have probably looked at that table, 
but the actual difference is 14 per cent as between’ 
the general taxation imposed and the average weekly 
wages and salaries based on the industrial composite 
index. If you want to measure the percentage it 
is 14 per cent, and we think this is of significance. 

We think that the conclusions we have 
drawn from Professor Goffman's recent study on 
the burden of Canadian taxation indicates quite 
clearly that municipal taxpayers in the aggregate -- 
the majority of them -- are taxpayers whose annual - 
incomes are less than $7,000. Quite a high 
proportion of them have an income of less than 
$4,000. 


We think we have concluded correctly from 
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the study that we refer to here by Professor Goffman, 
and as we say in Section (f), that 70 per cent of the 
property tax, which accounts for 93 per cent of 

all municipal tax revenues -- using Professor Goffman's 
figures which were based on a selection of taxpayers -- 
is paid by those with incomes less than $7,000. We 
also say that any significant increase in property 
taxes will, therefore, be highly concentrated in - 
this group. 

The burden Of the financial support fr 
municipal governments is highly concentrated in that 
income group , and we believe that the capacity of 
that group to pay increased municipal taxes is marginal. 
We believe it is already very high in most 
municipalities across the country, and that any 
substantial increase in the local property taxes 
in these communities might very well be disastrous. ~- 

I use that word "disastrous" in the sense 
that it conceivably could make it uneconomic for 
people to continue to be home-owners., It might 
force people ou* of their present homes because 
the taxes are too high for them to bear. It might fore 
them to go into a less expensive home. There are 
these kinds of considerations. 

Also, Mr. Chairman, there are the political 
aspects of taxation. There is a great feeling on 
the part of local taxpayers against increases in 
taxes, and this has had its impact. upon the thinking 
of those who comprise the politicalleadership of 


municipal governments. 
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Mayor Lloyd wishes to say Something further, 

THE CHAIRMAN: Before you go on, Mr. Lloyd, 
there is a graph just before page G-1 which shows 
the curve of total taxation. Does that take into 
account the provincial payments to householders 
in Vancouver? 

MR. DAWSON: Yes 

MR. MOONEY: In the case of Vancouver 
it does, sir, and it is mentioned under school 
taxation above. 

THE CHAIRMAN: That is what is meant by 
"“home-owner grants"? 

MR. MOONEY: Yes. It is a ‘purely provincial 
situation in British Columbia. 

COMMISSIONER BROWN: I would like to ask 
one question with respect to this graph. When you 
talk about per capita taxes are you talking about 
per capita. taxes over the whole tax roll, or. per 
capita taxes only in regard to home-owner taxation?. 

MR. MOONEY: I would assume it is over | 
the whole tax ro?l, but I am not in a position to 
give you an answer. There is no one here from 
Vancouver who can give us that answer. 

COMMISSIONER BROWN: You are talking 
about what the individual apts and this graph 
does not reflect what the individual pays. 

MR. MOONEY: Oh; yes. 

COMMISSIONER BROWN: If it is per capita 
over the whole tax roll it would also include | 


industrial taxes. - 
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MR. MOONEY; I am not in a position to say 
which of the two it is, but I would assume it is 
over the whole tax roll. 

COMMISSIONER BROWN: Similarly, on page 
F-1, with respect to your reference to Professor 
Goffman, Professor Goffman makes it clear that he 
is talking about taxes paid by individuals, or by 
persons. 

| MR. MOONEY Yes. 

COMMISSIONER BROWN: But when you get down 
to paragraph (e) and paragraph (f), you refer to 
the figure of 70 per cent of all municipal taxes, 
and there you really mean all municipal taxes paid 
by all individuals? 

MR. MOONEY: By everyone. 

COMMISSIONER BROWN: Including industry 
and business? Your percentages, you see, refer only 
to taxes paid by individuals, so it is 70 per cent 

of all individual taxes paid by individuals. 

MR. MOONEY: Yes, on the basis of Professor 
Goffman's study. 

COMMISSIONER BROWN: So your sweeping 
statements are a little more definitive in that 
they are confined to the municipal taxes paid by 
individuals; is that correct? 

MR. MOONEY: Yes, I would think so. These 
are put forward not as indicative of a situation, 
but only in the generalities in which we have tried 
to interpret them. 


COMMISSIONER BROWN: I was not trying to 
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catch you out. I just wanted to make clear what 
we are talking about: 

MR. KUSHNER: To answer Commissioner Harrold's 
question I might point out that we are dealing with 
taxes across the country, and there are variations. 
from place to place, but I can say this of my own 
municipality that even some of those people who have 
bought homes recently with the help of Central 
Mortgage and Housing -- we have concrete examples 
of this -- are on welfare, and, in fact, the 
municipalty has had to help them ® make the payments 
on their houses. There are these cases cropping 
up, and I have evidence of it. This is indicative 
of what is happening, and we feel it is our duty 
to alert this Commission to this trend. As Mr. 
Mooney mentioned, some of these people are going 
to be driven away from their homes , and one day 
we are going to have to stop paying for the homes 
of people who are not employed. 

COMMISSIONER HARROLD: Do you thinkthis 
has something to do with the level of property 
taxation? 

MR. KUSHNER: Well, it has in this 
sense, that we cannot go much higher, and the arrears 
are increasing. Our collections are now down to 
about 90 per cent. In some areas this trend is 
a little slower in showing up, but it is there. 

It is indicated in places where the standard 
of service has been lowered because people have 
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another, That is the best indication we have of 
where the taxpayer says: "I cannot afford it". 

COMMISSIONER HARROLD: You agree that 
where it is necessary to do certain things it would 
be better to raise the money by other means than property 
taxation? 

MR. KUSHNER: Yes, for one simple reason -- 
and I have had occasion to say this before, and I 
think it should be placed before this Commission -- 
that no matter by what means you try to collect 
the tax dollar it is either within the. capacity 
of the taxpayer to pay it, or it is not within his. 
capacity to pay it, but in the municipal tax:cirele 
that taxpayer has no choice. We constitute the only 
authority that can take away his property if he 
does not pay his taxes, so we are probably more 
seid t496 to the position of the taxpayer than 
any other tax-collecting administration would be. 

MR, TURPIN: If municipal taxes were 
the only taxes paid by the property owner it would 
be easy toanswer your question, but the whole matter 
has now reached the point of diminishing returns. 
You have to keep in mind every other kind of tax 
paid, especially the provincial taxes and the 
federal taxes. Those have increased greatly during 
the past 25 years, and because they have increased 
the property owners are less able to face the payment 
of increased municipal taxes. 

MR. KUSHNER: This is just an aside, 


Mr. Chairman and gentlemen, but I think it might be 
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interesting to note that although provincial and 
federal revenues have increased over the past few 
years the percentage of actual taxation has not 
increased. Whereas municipal taxes have increased 
from 5 per cent, say, to 6 per cent, this has not 
| happened to the same extent in respect to provincial 
and federal taxes. While our municipal taxes have 
gone up the federal taxes have not gone up in the 
same ratio. 

MR, LLOYD: Mr. Chairman, the question 
was posed by Mr. Harrold, How do you measure it; 
how do you draw the conclusion that real property 
taxation has reached a dangerous point? I cannot 
find any knowledgeable person in the field of 
economics who has directed his efforts to this 
particular subject, Mr. Harrold. I would like to 
find ome, because I know my own limitations in. 
this field. I can only make some observations in 
answer to you, sir. 

I think this Commission is looking not 
solely at things today, but it is looking ahead 
to the needs of Canada in the future. I think 
that we must recognize the impact of the population 
growth, and its relationship to the world as a whole. 
You must also recognize that urbanization has 
taken place in the sense that people are now seeking 
employment for themselves and their families in 
the larger urban districts. 

The servicing field has occupied a great 


proportion of the opportunity of people to work than 
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it did in earlier times in this country, and in 
many other countries, and this is due to automation 
and other things. I think that is recognized. 

There has been this shift towards living in urban 
districts. 

This means that the older cities are 
faced with the necessity for substantial improvements. 
Many of them are faced with re-development of worn 
out sections. Many of them are trying to prevent 
the sprawl of industrial development and urban 
development along the main highways, and things of 
that sort. 

However, we are finding that entrepreneurs 
wishing to undertake substantial new building do 
take a look at municipal taxes today. They look 
ahead 20 years to see what they will be up against. 
This discourages them from making such investments, 
and.this, I think, Is an indicator that your 
real property tax is beginning to have a discouraging 
effect on: the entrepreneur, and this effect, therefore, 
hampers the municipalty's ability to prepare itself 
forthe expanded kind of services that are going 
to be needed, and the improved and modernized 
services that are going to, be needed. 

This business of measuring the ability 
topay for education on the basis of valuation of 
real estate leaves the city with the larger volume 
of real property to tax -- and, perhaps, the greater 
share of industrial and commercial taxation -- in 


this position, that the province does not assess 
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it to the same degree as it assesses other municipalitieg, 
and so there is this imbalance. In this respect the 
measuring sticks used are the wrong ones. They will 

say that the ability of the city to pay is measured 

by what they called the equalized assessment, which 

is not equalized at all. The value of the assessment 

in the large city is compared with the value of 

the assessment in the township which is far away 

from that city. Land values in the two places: 

are quite different. 

iL think you will find that this is expressed 
very realistically when you reach the point where 
property value is declining on the market beeause 
the buyers of property have not the income to service 
the necessary debt to purchase the property or 
a home. This then reflects itself in assessment 
values, and you get the law of diminishing returns 
operating. 

I suggest to you -- and you are far more: 
knowledgeable about economics than I am -- that 
a great many cit*es in Canada are in that position today 
although not all of them. I cannot say that this 
is universally so. I think you will find many 
situations where the real property tax is discouraging 
investment, and is reaching the point where an 
attempt to collect more tax dollars results in 
a decline in tax revenue. It is only hemewec the 
assessor is slow in reflecting the changing market 
values in his assessment that this is not apparent 


in some places yet. 
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COMMISSIONER HARROLD: Are you saying 
that this entrepreneur that you are talking about,. 
in making a choice between one city or another, 
does take this into consideration? 

MR. LLOYD: Yes, and eee is also a 
tremendous need for improvement in housing cenditions 
in many parts of Canada. 

THE CHAIRMAN: er may be so, and this 
sounds very familiar’ to’ me. “I have heard‘it for 
the past 20 years, year after year, from the 
municipal associations and others, and in the course 
of time the provincial and the federal governments 
have in different ways attempted to relieve the 
situation such as by making grants which are derived 
from sources of revenue that the provincial 
governments, for example, have and which the 
municipalities do not have. the federal government 
has also done a great deal aula expenditures 
which has relieved the municipalities directly in 
many cases, and indirectly in others, of their 
burden. If the real property tax is entirely 
inadequate what tax do you suggest, and how are 
we going to get it? 

MR. LLOYD: I say it is over-worked, 

Mr. Chairman. I say it has not got a place --- 

THE CHAIRMAN: Are not all sources of 
taxation over-worked? 

MR. LLOYD: I think that that is probably 
so. 


MR. KUSHNER: But it is rather interesting, 
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Mr. Chairman, having regard to the excellent 
background experience you have had in dealing 

with municipalities, to mote, ~. despite all. these 
grants that the provincial and federal governments: 

in one form or another have given to the municipalities, 
that the picture across Canada is that of the 
municipal tax dollar collected less than 50 per 

cent of it is left in the municipalities'chands.. 

The rest goes to education and other things. 

THE CHAIRMAN: I know, but the same thing 
can be said of the provincial and the federal fields. 
I noticed that in Parliament the other day it 
was pointed out that they could net reduce the 
deficit much beyond what they have because there are 

too many . uncontrolled expenditures that. they 
could do nothing about until some statutes were--. 
changed. Everybody is subject to this. 

MR. LLOYD: I am going to resist the 
opportunity to answer you on this aspect because 
we are addressing ourselves to you as a Royal 
Commission on Banking and Finance, and the purpose 
of this submission is to indicate to you that 
when we go to borrow money in the marketplace 
investors in our bonds take a look at the general. 
economic position of a city or town or munietpality 
that is seeking the funds, and what they bid for 
our bonds sometimes is reflected in how much 
we can put out on the market at one time, and that 
is governed by those factors. We are in the position 


that if we are not getting the development and 
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expansion of the type that they like to see then - 
we do not get the response when we reed to borrow 
capital. It is only in that sense that we can 
refer to the burden of property taxation before 
this Commission. 

MR, TURPIN: It is true, Mr. Chairman, 
that the provincial and federal governments are 
giving us more, but that is mostly due to social 
legislation which has been passed and adopted by 
the provincial and federal governments, but at the 
same time --- 

THE CHAIRMAN: And which was enthusiastically 
Supported by the municipalities. 

MR. KUSHNER: Could we do otherwise? 

MR. TURPIN: Yes, but at the same Tae? 
Mr. Chairman, through the winter works programme 
Baus are trying to shift on to our shoulders the 
responsibility for unemployment. We have to borrow 
winter after winter money to undertake these winter 
works projects to take care of unemployment. We 
have done so for the past two years, and we are 
in it again this year, but we are reaching our 
limit in this type of undertaking because our 
borrowing power is so affected that we cannot, I 
think,continue to do so for many years to come. 

I am referring specifically, of course, to the 

City of Hull. We will not be able to continue to 
carry on. The federal and the provincial governments 
in our case may be paying 90 per cent of the direct 


labour cost, but that represents only 13 per cent 


7 


= 


am ww + 
ae 


nso ew tsdt caaesa dsdt at Enid af dr edie 


ss ie 


ereted soltsxsd ysteqoug to mebuyd eit o¢ Se 


eC 


-1toRet fsa0D atdd 


nsmrisdd or ~ouit ef 3I sant “FIN 

ers adrommtevog [stebet bas rr arid seit | 

Istsoe od eub yiseom @f tedd dud ne Bu antvis : 
ae ov pedqobs bas beazsq goed ash dotdw nobdateteet 


‘edt ts dud .etnemmreveg Istebst bas [stontvorg eqs. 
_-.emtd omse 
ulisotsasiaudias ecw dotdw bad :WAMATAHO SHT i 
astdiieqtotmua edt yd bedtoqaque 
¢satwieddo ob ow bino) SAaMHeUA JAM 
hie emse edd ts dud fey sHISHUT .AM ” 
ammersotq axtow todatw odd davozds wnamtisdd .0M 
edd avebivoda tuo of no 3ttde oF gaiyat axe yedt 
wortod ot svsid oW  tremyolqmeci sot yikiidtenoqeast 
sotntw osedd esstuebay of yenom redmiw aediIs xodntw 
ow ,dnomyolomentr To si69 exes ot eeealote axtow 
878 oW bas adnan ows tasgq ode 0% 08 enob ovad 
I9 anitdoset Sars ow dud eTBSY abae nisgs at at 
Yyo sauyBoed antdsdrebas ‘to eayt elds wis stmt 
I .toanso ew ted¢ betoetis og ef tewog gatworr0s 


a 


.eme5 od arsey yasm Tet o8 ee og sumtime xnitss 
ut , dz 
edt ot .satyoo to .vilsofiiosgea gniristex ms I 


— 


ot sunitdnos o¢ elds sd gon [fiw ow tet sicel wa 
atnenmitoves Latontvorq Se¢ Bas Larepet ed® Jno vt 
gositb sft to tase teq 0@ sitysq od 


: va 
.. - 
* oitns @ , > 4] 
ed ee in ae rine # 
aA EAT O'S | a 
* <9 1a ernst, : 


Nethercut & Young 6946 


Toronto, Ontaric 


They are gradually shifting the responsibility for 
unemployment on to the municipalities through these 
Winter works projects. | 

COMMISSIONER BROWN: On this question of 
municipal revenues, have you any statistics, or have 
you done any work on getting figures on the change 
over the years of per capita taxation as paid by 
individuals as against net incomes after payment of 
federal taxation by individuals? 

MR. MOONEY: We have done no specific work 
on this matter. 

COMMISSIONER BROWN: This sort of thing 
would back up your argument a little more. 

MR, MOONEY: What we have been saying here 
is that with respect to this major source of revenue, 
upon which municipalities depend for their operations, 
namely, a property taxation, we have been saying that 
property is now being taxed very high, generally 
Speaking, across the country. We have not said that 
our cities and towns are impoverished, because there 
is a great concertration of wealth in most of our 
eities and*towns, and In particular In our larger 
esties, We are saying, however, that municipal 
governments are not in position to get at the taxable 
wealth of their communities because it is largely 
pre-empted already by the federal government and by 
the provincial governments. 

Mr. Chairman, you have raised the 
question that if the property taxation is not adequate, 


then what other taxation do we suggest? The 
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As 


Federation as such has no position on that matter, 
but the subject has been discussed informally and 
there is a growing view -- I think I express it 
correctly when I say there must. be a greater dependence 
on income taxation, and that this is a fair taxation. 
There was a time when municipal governments were in 
the income tax field in a modest way prior to the war 
in the City of Montreal, in Moncton, and in Saint 
John's, New Brunswick. These three municipalities 
participated in income taxation. You are all familiar 
with the war time taxation agreement whereby the 
municipalities agreed to take their municipalities 
out .of the income tax field and since then municipalitie 
have not been in that field. 
Many American cities are in that field, 
and, there. is.a feeling, particularly, with reference 
to school taxes which today are a burden on the 
property tax, that if lower property taxes could be 
levied so that. revenue.for schools be derived from 
other than property taxes, for instance, income 
taxes, that woulc give municipal governments the 
further expansion in taxation revenues that they need. 
It was suggested by the Gordon Commission 
that a possible source of added municipal revenue 
was taxation on automobiles. There is a great 
variety in the taxation on automobiles from province 
to province across the country, and I suppose that 
automobile owners in many provinces -- I suppose in 
all provinces -- regard the taxes that they pay on 


their automobiles as high, but even if those taxes 


 ~rotiem teddy ao aden on eed, dowa e8 sontenat 


sti 
bas yilemiotal beeavoatb asad eed toetdue odd 4 
tt eaergxs I anmtdt I -- wolv aaiworg 8. at. etd 


sonsbasaeb rsdsem s od teaum sisdt yee DL. aorw pata. 


fottexsd ufet s et ata? tedt bas .coitexaz emoodt to 
at s1ew atnemaveves Isqtolaum aedw omid e eaw exodT 
yew atid od totig yaw J2ebom 6 ai Biokt xsd smoont edd 
dnise2 ai bas ,fotonoM at ,{fseasaoM to ytto edd at 
estditisqtotaumn serdt.seedT  .A%olwanusG well .a' adel 
reiflimet [f6 ors oY motsexst emoonkt af,betseqtotirsq 
adt yvdexrerw Jnomoo1g6 eoitexed emit isw odd dtiw 


astttisqtotaum vbedt exedt of beetg6 geltiisqtotaum 


sttiiegtotaum aedd eomte bas blolt xed emoont edd to gs 
gn LoLt dedi at ceed gom eved 

bLett dedt at ons eelsis asotreméA yasMm , | 

sonerstier Atiw ylasivetdsed ~.pailest & at ores Drs | 
edt no mebusd g exes ysbod dotdw eexss Loonoe og Iss 

ed blues eexsd ytregorq tewol IL teas exo ystogozg | 
mort es ed eloonog to% sumever gedit of belvel 
emoont ,sonstant tol ,aexed ysteqorg asd r9dto 
eit ataemarevog Legtotaum evig oivow teddy ,sexst 
.been yedd sedd eounevet aoltexsd at colansgxe reddit 
aoteaimmod aobied ond yd beteegague asw Jl | 
sunsvet Leqiotcum bebbs to so10a eldiaeog 8 tect 
teerg s et. eredT .aeltdomedus mo moltexsd asw 
gonivorg mol eeltdomotys ao. aottexss od G5, Htetsey 
$sdd ssoqque I bas ,yidmsos onli scope RAEI ITI AT «pss 
at seogque I -- asonivorg vasa al BTormwo coer) ' 


ivy } } 


mo yeq yedd tedt Boxed ods PF Ree 7 bis (iJ 
eet 


, eoxsd suodd Ih. | eat? of oH Susi j gid es aol todos sot ue lor 


weenie 


Nethercut & Young 6948 


Toronto, Ontaric 


were doubled they would not give the necessary vetwaeds’. 
and in terms of local municipal taxation, a tax 

imposed cast automobiles would not give the municipalities 
any great leeway in the need for further revenues 

that they require. 

We have no view, Mr. Chairman, as to the 
possible source, but in general our municipal thinking 
is broadly along the direction I have indicated. 

MR. TURPIN: Mr. Chairman, fifty years 
ago perhaps property tax was a fair tax because then 
most wealth was represented by real estate, but today 
it is represented in common shares and bonds and 
an imbalance has taken place in the basis of taxation. 
I do not think the real estate tax for schools is 
fair any longer to all Canadians in general because 
a lot of people now have wealth represented in stocks 
or in bonds and they are not taxed as fairly as 
others. 

COMMISSIONER BROWN: You are getting a 
little wide on that point because people own shares in a 
company, and the . eompany owns property and the 
municipalities are taxing that property and it all 
comes to the same thing. 

MR, MOONEY: It all comes to the same thing 
but. not in the same place. 

COMMISSIONER BROWN: But it balances out 
all°over: 

MR. KUSHNER: ‘Y€S, as has been pointed out, 
using statistics is dangerous. Statistics remind me 


of a fellow who drowned in a river the average depth 
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of which was less than one foot, but he found a deep 
hole cin it. There are many avtherpeiesres now in a 
deep hole and we cannot generalize, 

COMMISSIONER BROWN: It was the general- 
ization that I was taking issue with. 

MR. LLOYD: That is the reason why I was 
very careful about generalizations. I can never 
understand why it is in Canada in 1962 that the 
Canadian National Railways pay full real property 
taxes in the City of Montreal on its properties there. 
They pay what is called a water tax, which in essence 
is a business occupancy tax, in the City of Montreal 
and they also pay tax on their hotel, but in the 
Maritime provinces, by some legal fiction dug out of 
the writing of the British North America Act they 
are still only paying on half of the property tax, 
and this has been argued for some twenty years. 

‘If governments were paying their share 
of taxation on their property equally right across 
the country, which is not the case, then when they 
started to build other new things they would say, 
"Look, we have a tax factor down here or over there 
or somewhere else, and we have to meet it. We had 
better be very careful about our political expediency 
decisions, about what we are going to build because 
we will have to work out our revenues on a basis 
sufficient to meet our taxation payments. | That is 
very important to Canada as a whole and there are 
many illustrations of contradictions in that area. 
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new point which has some validity, that is the question 
of whether or not government authorities contribute 

to the tax roll on the basis of the properties they 

own in municipalities, and this has not been mentioned 
this morning. 

MR. LLOYD: I think the Federation has 
worked very hard in this field, and we now have the 
Municipal Grants Act which applies to post offices, 
and defence installations, and things like that, but 
there is still the National Harbours Board and the 
Canadian National Railways which are outside this 
sort of thing. 

COMMISSIONER LEMAN: There is one thing 
in your brief which comes out quite clearly, that 
instead of proposing raising taxes you are proposing 
various ways of reducing costs. This is a commendable 
approach. 

MR. KUSHNER: On that point, Commissioner 
Leman --- 

MR, LLOYD: May I just say this before 
you go on, Mayor Kushner, may I get this one point 
clear that real property as a measure of fair and 
equitable contribution to municipal needs has its 
limitations, This has the result that the more you 
put on it the greater are the inequalities. You 
have to be extremely careful how far you go with 
municipal taxes and this is the reason, as Mr. Mooney 
emphasized, that gradually the governments policy 
is shifting over certain costs to the income 
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procesS should continue, but gradually as the affairs 
of the nation permit it. This gradual shift of those 
things which will benefit the whole of Canada, and 
education is certainly one, will help in the taxation 
structure, and I certainly am not going into the 
traditional story about Nova Scotia exporting brains, 
but we have to pay the cost of education anyway. 

MR. KUSHNER: In line with what Commissioner 
Leman said regarding this point about reducing costs, 
it. is all right to a aie reducing costs but if 
ee at the municipal levels across the country started 
cutting costs, which means in effect cutting services, 
we would shake the economy of the country because 
we are really the ones which keep it going. The 
federal winter works program must stem from us. 

COMMISSIONER LEMAN: Your. general approach 
is to suggest one way of reducing costs by reducing 
the costs of the capital used. 

MR. KUSHNERr Yes, that is correct. 

COMMISSIONER LEMAN: And I say it is very 
refreshing to hear this.talk about cutting costs. 

MR. TURPIN: I cannot help but make this 
point clear again, that property tax is becoming more 
and more unfair because more and more wealth today 
is being invested in other types of values. It. is 
not like fifty years ago when it was all in real 
estate. More and more people are investing in stocks 
and bonds, and thus they are getting away from paying 
their fair share of municipal and school taxes in that 
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taxes if all property ownershad'the same percentage 
of real estate, stocks and bonds, but this is not the 
case. Some people's whole wealth is represented by 
the little properties they have, their houses, while 
other people do not even own a house but may have 
$500,000.00 invested in stocks and bonds, and this 
means that they are not paying their fair share of 
municipal and school taxes. 

COMMISSIONER BROWN: There is another 
side of that particular point, and that is that 
Canada is one of the countries -- and there are not 
too many of them -- that permit the owner of real 
estate which he occupies to omit the income value of 
that ownership sccounts income tax return. 

MR. MOONEY: No, sir. 

COMMISSIONER BROWN: In other words, if 
you have an investment in a house you do not have to 
value the income value of that investment for income 
tax purposes. 

MR. TURPIN: If it is for your own 
occupation. 

COMMISSTONER BROWN: Yes, for your own 
personal occupancy, whereas in other countries this 
has to be included. 

MR. MONGRAIN: But in those countries 
they also allow the payment for mortgage interest and 
then it» has to be deducted. There is the other side 
of the coin as well. We are talking in generalities 
in one way, and it is refreshing to hear it, but it 
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taxpayers and there is the question of arriving at the 
most equitable way of doing so. 

Coming back to the main aim of the 
Commission, we are suggesting to you that so far as 
we are concerned in the municipal field, one of the 
ways we feel we can-be relieved of having to impose a 
heavy burden of taxation on real estate is through 
this medium of borrowing, but there are many cases 
where municipalities cannot go to the money markets. 
As a matter of fact the great city of Toronto, 
metro Toronto, has been told by the Municipal Board 
to be careful about its borrowings, and they are 
provtably the No. 1 rating in Canada at the moment. 
You can go right down the line from there, and you 
have to find some way to enable us to keep going to 
the money markets. 

THE CHAIRMAN: The other way might be to 
slow down your programs. 

MR. MONGRAIN: But if we do that the 
economy of the country would suffer. 

THE CHAIRMAN: But your worry is not what 
is going to happen to the whole economy; it is what 
is going to happen to your municipalities. 

MR. LLOYD: Finally, Mr. Chairman, this 
Commission has been appointed because the federal 
government feels that it should go all out to find 
out more about these things and see if it can correct 
abuses and imbalances and mistakes that have occurred. 

THE CHAIRMAN: Peee eee 


MR. LLOYD: We are suggesting to this 
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Commission on Banking and Finance that the municipal 
governments can contribute to the stabilizing of the 
economy while Canada is trying to adjust itself to 
international trade changes. 

As Mr. Mooney expressed it in other briefs 
and on other occasions, if we undertake a new project, 
build a new road or a new bridge in our own 
municipalities to take care of our populations' growth, 
we make a solid contribution to keeping the economy 
moving along, and in order to make that contribution 
to solving this general problem of common concern 
to all Canadians we are suggesting that you, on this 
Commission, can direct ebib attentions to the plight 
of the municipalities in finding money for their 
purposes. We are suggesting to you that you do not 
load this property taxation unnecessarily with higher 
rates of borrowing. We are suggesting to you that 
your interest lies as a Commission in seeing that 
the municipalities can keep up with their public 
operations which, as Mr. Mooney in another brief said, 
are persuasive to the whole economy. If we build a 
bridge in Halifax, or a road in Halifax, or construct 
a highway in Halifax,Vancouver, Winnipeg or Toronto, 
the necessary supplies for those capital undertakings 
are supplied by the industrial complex of Canada 
and everybody benefits by these activities. If we 
fail to do that then we go back powtes dreary days 
when I first entered municipal government, when you 
borrowed money to pay for your share of direct relief. 


THE CHAIRMAN: Your position I take it is 
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this: that the municipalities are in a position to 
spend money in a greater variety See with a 
greater impact upon the whole economy. 

MR. LLOYD: That is right. 

THE CHAIRMAN: With greater social results 
locally --- 

MR. LLOYD: And nationally. 

THE CHAIRMAN: -- and nationally than 
money that is spent through central agencies? 

MR. MOONEY: That is relatively so. 

THE CHAIRMAN: And that the multiplier 
effect of that, of money spent on some big project 
in some specific place will spread throughout the 
economy . 

MR. MONGRAIN:. That is correct. 

THE CHAIRMAN: And if there is always a 
demand for more services and need for more services, 
and even if we are in a time of recession your 
position is that the best way to solve it or to 
approach its solution would be to open up the 
coffers to the minicipalities? 

MR. LLOYD: Or to remove any possible 
barrier to .the full utilization of this advantage to 
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MR. TURPIN: We would like to very much 
do what you suggest, Mr. Chairman; to slow down 
our capital expenditures, but we are under pressure. 
The provincial governments tell us to clean our 
rivers; the federal government asks us to co-operate 
with it to alleviate unemployment through winter 
works programmes; the provincial highway departments 
ask us to improve our communications between-cities 
and between provinces within our cities. The 
pressure is so much on us that we have to envisage 
increasing capital expenditures and certainly not 
a reduction in them over the next ten to fifteen . 
years. 

In our city across the river we have 
undertaken a sewage treatment plant, a water filtration 
plant and this will cost between $10 million and 
$12 over the next three or four years. Certainly 
we cannot put any greater burden on our property 
owners due to these capital expenditures. 

THE CHAIRMAN: We shall now adjourn for 
15 minutes. 

--- Short recess. 

THE CHAIRMAN: We will now resume. 

COMMISSIONER BROWN: Gentlemen, we 
got off on a bit of a tangent just before we broke, 
and I think it was largely my fault. Perhaps we 
might now bring this back more to what we are really 
discussing, and that is the problem of your 
financing. 
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minutes the question of your short-term financing 
which is largely for two purposes; one, for current 
needs pending tax collections, or pending receipt. 
of grants from higher authority and; the other one, 
pending long-term financing. 

In respect of your bank financing, 
or short-term financing pending tax collections or 
receipts of grants, you make the plea that you 
are a prime creditor and, therefore, you should get 
consideration from the banks. 

MR. MOONEY: Prime consideration. 

COMMISSIONER BROWN: This whole thing 
brings up the question of the 6 per cent ceiling 
on bank interest rates. Have you had any thoughts 
or discussions as to an opinion in respect of this 
6. per cent ceiling? Do you think that if the banks 
had wider range piles wane’ of their charges that 
they could perhaps have lower charges for the 
prime borrowers and higher charges for the other 
borrowers, or have you an opinion on that? 

MR. MOONEY: I think there are ésfarent 
on this rather than an opinion. Mr, Lowther, who 
is the conf s8Ponb2 of Finance for the City of 
Ottawa, would be the one who deals realistically 
with this problem. Perhaps Mr. Lowther might like 
to make a comment. 

MR. LOWTHER: Well, Mr. Chairman and 
gentlemen, I do not see in one sense why the level 
of interest rates chargeable by banks might not 
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market or credit position as the case may be in 
the same manner as other lenders of money are able 
to adjust the rates of interest that they are 
prepared to allow in provinding credit. 

I think, if I may express it this way, © 
the one fear that municipalities might ee wie the 
ceiling on bank rates was raised, is that most 
if not all of us might find puceoives at the higher 
rate rather than at the poner eted rate of 6 per 
cent as it is now. There have been only few cases, 
at least as far as I can recall in recent years 
when the bank interest rates were down below I 
believe 5 per cent, when there was any special 
consideration given to the rates charged to 
municipalities. I believe there is a relatively : 
small so-called select group of municipalities . 
which were given a favourable rate as compared 
with ieticiacaiaucs generally, and at that time 
there was also a differential accorded to municipalities 
depending on whether they financed by overdraft 
or nee they financed by note. That differential 
was a quarter of one per cent, in our case at 
least. I do not know whether this same differential 
applied to other creditors. 

When interest rates went up to the level 
of 54 per cent, if my memory serves me correctly, 
that benefit as between overdraft and demand note 
financing disappeared and, of course, when it went 
up higher, to 5¢ and 6 per cent, where it is now, 
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select group of municipalities disappeared. 

I think it is within the context of that 
range of argument, so to speak, that we might have 
some apprehension over the raising of the bank rate 
as to whether or not this would prove of the kind 
of benefit for municipalities that one might expect. 
There would always be, I would suggest, probably 
differences of opinion as to what constituted a - 
prime creditor on the part of municipal governments. 
Everybody would think Ree should have the best 
eredit rating. 

COMMISSIONER BROWN: This does not 
apply just to ha barities. 

‘MR. LOWTHER: That is right, and I 
am not so sure Ali that standpoint whether this 
would have, in its practical result, any beneficial 
effect as far as municipal borrowers are concerned. 

MR. MOONEY; The 6 per cent prime 
rate has been a factor, of course, in the trend 
that has developed in the last relatively short 
while for munic: palities, and they have acquired 
their short-term requirements outside of the banking 
structure, through their own other means. This is 
referred to, as you know, in our own submission, 
paragraph (g) at page I-2. 

COMMISSIONER BROWN: Yes, and you 
mentioned the experience of Winnipeg. I wondered 
if you have any statistics as to how many 
municipalities did that this year and what the 
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1 was? Have you any figures? 

2 MR. MOONEY: We have no complete 

3 statistics, but there is an addendum at that page 

4, at the bottom wherein we point out that in the 

5 spring of 1962 there was a number/thunicipal issues 
6 of municipal paper sold privately and at a discount, 
7 bearing coupons of 2; per cent maturing in two te 

8 four months, costing the municipalities some2.83 

9 per cent to 3.65 per cent. 

COMMISSIONER BROWN: You have not 
any figures in respect of the total involved? 

MR. MOONEY: JI have not the figures 
in respect of the total. 

MR. FULLERTON: It should also be 
considered that the maximum outstanding at any time 
is around $75 million. That is by way of a 
gossipy. estimate in that these were practically all 
private placements and not made public. 

COMMISSIONER BROWN: You do not mention 
one other expedient that a number of municipalities 

aes and that is the discount for pre-payment of 
taxes. 

MR. MONGRAIN: This is being done 
in.a few cities. 

COMMISSIONER BROWN: And you do not 
mention the other possibility, and that is having 
taxes collected on a monthly basis. 

MR. KUSHNER: Some provinces will not 
permit it. 


COMMISSIONER BROWN: Has this been 
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discussed at’ all? 

MR. HOONEY: Yes, it has been discussed 
and continues to be discussed. There is no general 
trend developing as to whether, or what a municipality 
is likely to do, but I think increasingly municipalities 
are likely to go off the annual and semi-annual 
payment to a quarterly or even monthly method. 

Some municipalities I understand are on a monthly. 
payment basis now. 

COMMISSIONER BROWN: This would reduce 
borrowing? 

MR. MOONEY: Yes. 

COMMISSIONER BROWN: And would also reduce 
the investing énd oF it for the seeGna half of 
the-year; is that correct? 

MR. LOWTHER: But it will also cost 
more money. - 

COMMISSIONER BROWN: That is right. 

MR. LOWTHER: I think generally speaking 
it can be said that the monthly or bi-monthly system 
of paying taxes “ould prove more costly in the long 
run because of greater administrative costs. This 
is so in our case. We made a study of it and 
we decided that this could be justified only on 
one basis, and that is, shall I say, lessening the 
resistance of the taxpayer toward increases in 
taxes, 

COMMISSIONER BROWN: That might be a good 
reason for it. 


MR. KUSHNER: Incidentally, you are referring 
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to the assessment of taxes. I think we have noticed 
that in those suburban areas that have grown up 

in the last few years surrounding each major city, 
the discounts are taken advantage of ~ because there 
are only perhaps half a dozen companies which pay 
the total eae a very few, whereas in a eity 
itself most of the homes are owner-owned and mortgage- 
free,and in these cases the discounts do not apply 
to the same extent. We can almost assume that when 
these areas reach the stage where these companies 
get off the hook, and the individual will own his 
own home, they wiil be in exactly the same position 
as the cities are now. 

MR. TURPIN: I can give you a case in 
respect of our own city. We gave a 3 per cent 
discount for pre-payment of taxes in the first 
month after the bills are sent out. ..We discontinued 
that last year because we found that there weve 
four or five large taxpayers who were getting about 
me-third of the total discount. We have changed 
over to a system of charging 5 per cent interest 
after two months from the date of sending out of . 
the bills. We think we are saving money and making 
taxes a little more equitable because only four .- 
or five were taking advantage of the discount, 
representing about one-third of the over-all discount 
given, and about 50 per cent of all property taxpayers. 
The load was not evenly distributed. 

MR. KUSHNER: A situation has developed 


in some of the provinces because provincial legislation 
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limits the penalty in respect of arrears of taxes 
to one-half of one per cent per month. We have 
literally hundreds and hundreds of cases, particularly 
in areas where, the entrepreneur, as Mr. Lowther 
likes to call them, but I call them speculators, 
own thousands of acres of land and deliberately 
let the land go into tax sale for two years, and 
we have to finance them, actually, because provincial 
legislature prohibits us from charging more than 
one-half of one per cent, although we have asked 
for this to be increased. Indirectly we have 
to finance them as well. | 
COMMISSIONER BROWN: In respect of the 
matter of short-term financing pending capital 
issues, to what extent does this act as an insulation 
against higher interest rates in the long-term 
financing end of it? In other words, to what extent 
does this improvement in the availability of bank 
eredit give you.the opportunity to delay long-term 
financing until interest. rates are.more favourable? 
MR. LOWTHER: Well, I think the only 
way that this can act in that manner which you 
suggest is that it gives a period of time within 
which to exercise a decision. There is a variation 
in the practice. For instance, some municipalities -- 
probably less frequently now than they used to in 
the past -- quite frequently issued their bonds 
before they did their work. Now the tendency 
is the reverse. You borrow from the bank to finance 


your wogramme and when the work is finished you go 
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on the market. 

To the extent that you are able to get 
Short-term credit in the manner that you suggest, 
as I said a moment ago, this gives you a period of 
time in which to exercise some judgment as to when 
you should try and sell the bonds for the particular 
purpose you have in mind. Beyond that, other than 
from the standpoint that I do not think municipalities 
generally speaking should be in a position where’ 
they have to try and play the market, the general 
philosophy which seems to commend itself to me, 
at least, is that when you need the money you go 
on the market for it Sad you pay whatever the price 
happens to be-~ if you try to hedge against a 
raising or falling market you can be caught off 
base and can be wrong. If you are right you are 
a hero, but if you are wrong you are not a very 
good finance commissioner. 

COMMISSIONER BROWN: Ithink that is the 
point I was trying to bring out. This bank financing 
in respect of leng-term borrowing is done at 
your..option? et 

MR. MOONEY: Generally. 

MR. DAWSON: Not entirely. I would question 
that. In Montreal we just had a $29 million issue 
for the Metropolitan Area. We delayed that issue 
for almost a year because the provincial government 
had other issues. The Hydro had an issue of $50 — 
million. This became a provincially guaranteed 


issue and they said: We do not want you going on 
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1 the market now. In the meantime we used bank 


4 


2 credit. So, I think it is a question of supply - 


3 in the money market, and this has some bearing as 
4 to when you are going on the money market. 

5 I quite agree with Mr. Lowther, I think 
6 we aS municipalities should try to be smart every 


time, but there is that other factor in respect - 
of large issues such as we have in the Metropolitan 
Corporation, we have to delay because of other 
issues. 

MR. LOWTHERs I suggest as well, gentlemen, 
that a municipality han not complete flexibility- 
in the exercise of its judgment in respect of the 
short-term credit situation. The position of the 
banks themselves sometimes promotes this situation, 
to be quite frank. I say this with some hesitation 
because of one se of your Commission who is - 
sitting in front of me, but I think our banker 
was quite happy to see us go.on the short-term 
market this year in respect of $10 million. 

MR. TURPIN: The option to exercise 
our judgment in that field is limited, at least 
in our province. The municipal commission tells 
us when we should or should not go on the market 
with an issue. I think this is good because it 
limits the number of municipalities coming on the 
market at a certain time. Wevhave found that the 
advice of the municipal commission in the province 
of Quebec has been extremely helpful in that field. 


MR. LLOYD: In short there is a limit 
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to the number you can use because you are up against 
this attitude of the municipal commissioners. We 
are responsible to the provincial governments, and 
they are watching to see that we do not go too long 
without meeting our obligations in retiring capital 
borrowing. 

MR. TURPIN: If it was possible to find 
a means of perhaps,averaging the interest charges 
to municipalities when they have to go and borrow 
for two or three months in comparision to what 
they receive when they invest funds that they 
have in surplus, I think it would be very helpful. 
In our own municipality as of the first of June, 
or the fifteenth, we have $1 million surplus. 

We. invest it in short-term Treasury Bills and 

get perhaps four, four and one-quarter or four 
and one-half per cent. When we have to borrow we 
have to pay a higher rate of interest. Ifadt 
were possible to use one municipality's surplus 
to finance municipalities which had to borrow on 
short-term the over-all result would be a lower - 
rate for all municipalities in Canada. 

COMMISSIONER BROWN: You are suggesting 
that municipalities should work on different 
yearends? Are they not all on the same seasonal 
basis? 

MR. TURPIN: I do not believe their needs 
arise at the same oy Certainly they have 
surpluses at different periods of the pies I 


think if one surplus could be used to help the needs 
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of another municipality, the over-all result would 
be very beneficial to all municipalities. ~ 
COMMISSIONER BROWN: You make mention of 
a government sponsored loan corporation, but it - 
seems to me that this is something which municipalities 
within each province must work out with their own 
provincial legislatures, if it is Feasible at all. 
MR. KUSHNER: No, sir, Mr. Commissioner. 
COMMISSIONER BROWN: I am not talking - 
about a national loan now at all, I am talking about 
short-term. I am not talking about long-term borrowing, 
I am talking about short-term borrowing. At the 
moment you probably are all trying to borrow 
in the spring and invest in the fall, and when I 
say "all", again I am getting into a generalization? 
MR. MOONEY: That is correct, generally. 
COMMISSIONER BROWN: It would only be 
possible to do it among yourselves if you had 
different year endings; some of you collecting 
your taxes in January and others in October, etc., 
otherwise it is not feasible, is that right? 
MR. KUSHNER: Right. | 
COMMISSIONER BROWN: Could we now go on 
to long-term financing? You make quite a lot of 
the statutory limitations based on assessed values, 
and you mention the commission report of the 
United States. To what extent are there in fact 
statutory limitations? 
MR. MOONEY: Right across the country. 


MR. KUSHNER: Right across the board. 
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COMMISSIONER BROWN: Is it not correct 
that in most provinces these statutory limitations 
are relative or in relation to assessed values 
when you are borrowing for general purposes? 

MR, LLOYD: There is none in the city 
of Halifax. | 

COMMISSIONER BROWN: The City of Halifax 
is subject to no Mnbteehont | | 

MR. LLOYD: There st no limitation as to 
the amount of an issue. This is based on the judgment 
and decision of the Mnnicipal Affairs Board; in 
the finst instance, the City Council. 

COMMISSIONER BROWN: You have no | 
statutory iimit? | 

MR. LLOYD: There is no statutory limit 
on the amount we can borrow. 

MR. LOWTHER: We do not have in Ontario 
either. 

MR. KUSHNER: We have in fh StCSOE Sxeept 
in respect of the City of Winnipeg which has its 
own charter. 

MR. DAWSON: Quebec has. 

COMMISSIONER BROWN: I know there are 
in some cases skabutong limits on borrowing for 
some purposes, but public utility borrowing is 
exempted from this? 

MR. DAWSON: Not in Quebec. 

COMMISSIONER BROWN: In Quebee it is 
under statutory limitation? | 


PR. TURPIN: “It is’ 20’per’ cent. 
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COMMISSIONER BROWN: Presumably to borrow 
implies ability to repay and a willingness to repay. 
Do you suggest there should be no limitation on this 
at all? 

MR, MOONEY: No, we are not suggesting 
there should be no limiation. We are suggesting, 
however, that the present rule of thumb consideration 
that the market seems to bring to bear on municipal 
borrowings needs re-examination, and we are suggesting 
that where there exists provincial statutory 
limitations, they should be looked at again and, 
even in those provinces where there happen to be no 
provincial statutory limitations but where in effect 
there are limitations exercised, that the basis upon 
which municipal governments are able to borrow in a 
particular amount should be revalued. 

We have summarized the general point of 
view and the general conclusions of the Inter- 
Governmental Committee in the United States as 
indicative of the sort of inquiry that ought to be made 
with reference to Canadian municipal borrowings so 
far as limitations are concerned. 

COMMISSIONER BROWN: Surely you have some 
criteria to suggest, have you not? 

MR. MOONEY: We have no precise criteria. 
There are some municipal people who feel that the 
limit on municipal borrowing ought to be related more 
to the proven revenue resources of ‘an individual 
government, and probably a projection of the potential 


revenue over a period of five to ten years to come or 
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during the lifetime of the borrowing. The idea is 
that this is a more valid basis for computing the 
capacity of the borrower to pay than merely the 

assessment value of the property in the community. 

MR. KUSHNER: Generally speaking, Mr. 
Commissioner, all things being equal, assuming the 
economy does not go down too much, why should there 
be a different yardstick applied to the municipal 
borrower than is applied to the private borrower? 

Why should not a similar yardstick, the capacity and 
resources and ability of the borrower to repay, be 
used both for municipal borrowers and private 
borrowers? And why should there be an arbitrary 
ceiling of .20 per'cent;-and that is.it? There does 
not seem to be any rationalization to that percentage. 
Surely just a flat 20 per cent ceiling without any 
reasoning behind it dces not make sense. 

COMMISSIONER BROWN: Have you any 
statistics on how many mumicipalities are up to this 
ceiling? 

MR, MOONEY: No, we have no actual 
statistics. They are not available. 

COMMISSIONER BROWN: You must..be able to 
tell us how many larger cities are up to it? 

MR. KUSHNER: The larger cities all work 
within their own charters. As I mentioned, the 
City of Winnipeg, Manitoba, under its own charter 
has no ceiling. 

MR, LLOYD: There is no statutory ceiling 


but we have a limitation imposed. They just will not 
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approve a bond issue in the City of Halifax, in the 
Province of Nova Scotia, if it exceeds a 20-year 
period. Lacking the criteria and the kind of 
which 

knowledge on matters about/this Commission is trying to 

enlighten the government, this is the search: 
Can we have more sophistication in this matter and 
instead of just saying, "We don't know what the answer 
is and, to be on-the safe side, we will say twenty 
years"? 

In a sort of elementary way they say: 
look at the interest it is going to cost you. Yet, 
in many cases, if you did not pay the interest you 
would not have the services or extended facilities 
in your time. If someone wants to come up with 
some scheme. in the province, saying, "Look, we 
want you to pay as you go along" then we would have 
to bow to that policy and would have to find some ways 
and means of putting it beyond our present obligations 
and on a cei sae RiSeheS basis. 

AL we are saying is that in looking ahead 
to the kind of things we have to do, if there are 
going to be limitations they should be related more 
to the particular kind of projects being mia twei ont 
For example, if you are going to share the cost of 
land acquisition with the federal government, which. 
is done at the present time on a clearance scheme 
under Central Mortgage and Housing Corporation, the 
federal government puts up 50 per cent of the revenue 
and the local sabi ad wake puts up the other 50 per 


cent. You have to fund this operation. 
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In the old country I believe there is a 
device known as debenture stock. We haa debenture 
stock years ago, and all we paid was the interest and 
it had no terminal date at all. In fact, some of it 
is still outstanding, but not very much. We have 
pretty well taken care of all that. But in the case 
of land which has a development value in it, it may 
very well be that the carrying charges would serve 
as a debenture. This is something we do not know. 
in’ the case of financing water utilities, you come 
up against certain conflicts. In the case of a publicly 
owned utility in Nova Scotia, the Board's regulations 
with respect to accounting for depreciation are all 
oriented to the private company with equity capital, 
when the needs to maintain the shareholders’ 
capital fund is obvious. Yet, under these regulations 
the limit of a water utility is 30 years, and you have 
a water system main supplied for a life of 50 to 
60 years or more, and with respect to your capital 
installation for your reservoir, your water source, 
the tendency is to attempt, first, to require the 
municipality to sie une the capital, repay the capital 
over thirty years and secondly, at the same time, 
in the rate structure to provide for depreciation 
of the asset and have the current generation provide 
the capital not only for the current plant but also 
for the replacement. This is an illustration of 
what is happening in Nova Scotia. It is only one 
illustration and it may be an isolated one in Canada. 


I do not know this, but I do think if the Municipal 
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Affairs Department would distinguish between revenue- 
producing projects, as Mr. Mooney has snc! and 
those kind of capital works that obviously have a 
rural life, generating, revenues, if. you, like,. or 
even generating tax revenues, that some longer periods 
might be practicable in certain. circumstances. cee 
MR, MOONEY: May I just make this 
further observation, that while there are to our 
knowledge no statistics as to the percentage of 
municipalities whose debt is verging on 20 per cent 
of their tax value, it is generally said. among 
municipal people and in meeting in conference together 
that there is a growing number of municipalies that 
are marginal to that position. It has been said 
that there are some who. are over it. I stand to 
be corrected but ae of the impression that the 
City of Toronto, or Metropobitan Toronto, is marginal 
or over that position. I understand that the City 
of Ottawa is marginal or over that position. I believe 
that other cities across the country are getting up 
to the Seta point, so that their capacity to 
undertake any very substantial, net capital commitments 
is increasingly being sig tamale 
MR. MONGRAIN: Mr. Chairman, I should 
like to be allowed to say a few words in French then 
I. would ask my friend George Turpin to translate 
what I say. I can explain myself better in French. 
(As translated by Mr. Turpin): We are 
discussing the means of raising money, and especially 


long-term requirements. Financing municipal 
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capital expenditures is very different from financing 
the capital expenditures of a private enterprise. 

A basic and fundamental new means must be found to 
raise the money to finance these capital expenditures. 
We are suggesting very respectfully £6 the federal 
government that it is urgent to find ways and means 

of perhaps doing this through the method used in 
Europe, like the Belgium "Credit Communal" and others. 
if the Federal government could find a means of 
creating an institution that would have branches 

in the provinces, er would work with the provinces 

to help the financing of municipal capital expenditures, 
I think most of our municipal financing problems 

would thus be taken care of, if not eliminated. At 
least it would settle probably 85 per cent of all 

our problems. This seems to be the opinion of a good 
number of my colleagues, if not the majority of 

them, 

COMMISSIONER BROWN: I had some other 
points to discuss on the present situation, but as 
this point has been brought up perhaps we might 
consider it now. I understand that Mr. Leman has 
some questions on it. 

COMMISSIONER LEMAN: Well, the means that 
Mr. Mongrain is now referring to is what you suggest 
in your brief, "A national municipal loan fund". 

There are some aspects of the proposal, though, that 
were not too clear to me. In Appendix "A" you did 
give us a little bit of information about these 


types of institutions that you say have been created 
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in other countries. I could not find one that was 
exactly quite the duplicate of what you seem to be 
suggesting here. 

MR. MOONEY: We are seeking to establish, 
Mr. Leman, by the appendix that the principle and 
the idea of a national institution to provide the 
capital required by municipal governments is not a 
new idea, that this is something that has been done 
in a great number of countries in Europe. We have 
placed in the appendix the general operation, the 
modus operandi of these particular national 
institutions in these various European countries. 
But we are not thereby suggesting that any: one of 
these is the pattern for what we think is needed in. 
Canada, but merely to overcome the objection that 
may be raised, "Well, this is a new and novel sidea. 
Is it practical?" I can say that it is practical 
in those countries that we have illustrated. 

COMMISSIONER LEMAN: All right, but I 
wuld like to ask you a few guestions on this. I 
will start with some general questions and then we 
will get down to some more particular questions 
about it. First of all, was it because you felt that i 
was of the resort of this Commission to discuss 
or investigate what this could do for municipalities 
in the form of reducing costs of raising capital, 
that you restricted the discussion to this point? It 
seems to me that it would not solve all your capital 
raising problems -- 


MR. MONGRAIN: Most of them. 
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COMMISSIONER LEMAN: -- to achieve this 
idea of getting a formation of such a body on a 
national basis. I have not got the reference here 
exactly but what do you think on average this would 
accomplish in the sense of reducing your average cost 
of capital used, in, say, percentage? How much 
do you think it would do? 

MR. MOONEY : We think it could reduce 
percentagewise the cost of borrowing problably by 
one and a half per cent. 

COMMISSIONER LEMAN: One and a half per cent 
of average cost? 

MR, MOONEY: This is in terms of our 
basic proposals, and that is that the federal revenues 
derived from taxation of interest on municipal bonds 
be applied to municipal loans contracted through the 
muncipal development loan agency that we suggest. in 
our- ‘brief, 

COMMISSIONER LEMAN: How much do you 
think that would produce a year? 

MR. MOONEY: We think probably something 
in the range of $50 million to $60 million. 

COMMISSIONER LEMAN: You have that 
reference in paragraph (e) on pages Q-1 and Q-2, but 
you do not give us any figures on how much you think 
that would produce by way of income. The point is 
this. Suppose you did reduce the average cost of 
b orrowings for municipalities by one and a half per 
cent. In an earlier section you indicate the 


huge size of future capital requirements of 
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municipalities and it does not quite convince me that 
unless there is some kind of a re-allocation of 
responsibility between municipalities and senior 
governments, that you would quite danteve your purpose. 
It might help. 

MR. MOONEY : We go further. We have not 
done it in this statement, Mr. Leman, but we have 
been arguing the proposition with the federal 
government, and we will be returning to the argument 
in a meeting that we have with the federal cabinet 
on November 9th, namely that there is .a parallel 
interest today in many of the possible works undertakings, 
a paralld interest between the municipal, provincial 
and federal governments. 

We are contending that the growth and 
redevelopment needs of cities these days are no longer 
purely local, that they are part and pracel of a 
national situation and that therefore. there is a 
strong and compelling case for a greater participation 
by the three levels of government in the implementation 
of these capital works requirements. Therefore, 
we contend there is greater need for federal and 
provincial participation in the capital costs of 
many municipal undertakings, and that if this were 
done, if the borrowing cost to municipal governments 
of their share of expenditures in these undertakings 
was made available to them at lower carrying costs 
than they are now, we could see these undertakings 
being carried through. 


COMMISSIONER LEMAN: All right. Let us 
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get down to exactly what the concept is. First of 
all, why do you believe this ae be undertaken 
at a federal level? 

MR. MOONEY: For several reasons. Perhaps 
others might want to add one or two reasons, but 
we think the time has come when we have to not only 
say we are a nation but we ought to act as a nation, 


and we say that these are national concepts that 


we are putting forth. 
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We don't think the ten provinces are equally able 
to undertake these responsibilities that we are 
suggesting. It may well be that the larger and 
wealthier provinces could fully undertake the 
responsibilities, jointly as between provincial 

and municipal, including the raising of capital funds, 
but we don't think that this wuld be true of all 
the ten provinces and therefore we suggest that 

it should be done nationally through the Federal 
Government initiating in co-operation with the 
provinces the instrumentation whereby all provinces 
and all municipalities and all companies have an 
equality of opportunity to participate in this 
undertaking. That is one basic reason. 

Secondly, we believe that on balance we 
would gta better rate for municipal governments 
with the Federal Government creating the loan ~- 
fund and backing it with its eredit, as against 
the variation that there may be if it were done 
on purely a provincial level, and therefore we 
get a better --- 

COMMISSIONER LEMAN: Is it your concept 
that the Federal Government would guarantee all 
borrowings by this fund? - 

MR. MOONEY: Sivaaehcees is that it would 
be a joint guarantee of the province and the 
Federal Government and the borrowing municipality. 
You are bringing to bear on the capital needs 
of municipal governments these supports, and that 


is our concept. 
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Now, there is ample precedent for what- 
we are proposing right here in the Canadian situation. 
The Municipal Improvement Self Liquidating Loans 
Act of 1938 is in substance what we are suggesting 
should be re-instituted, but on a different basis 
than the national Municipal Improvement Self 
Liquidating Loans Act of 1938. The legislation - 
which permits the Central Mortgage and Housing 
Corporation to make loans to municipal governments 
with approval is of the same general nature as 
what we are proposing, and for the same purpose. 

We don't think either of these approaches 
is sufficiently comprehensive for our needs, looking 
to the future. 

MR. TURPIN: What has been done also 
for industries through the Industrial Development 
Bank; I think this is a definite example of 
what the Federal Government has done to help 
industries. Why couldn't the same thing be done 
to help the municipalities? It was done by the 
Federal Governme:.¢. | 

COMMISSIONER LEMAN: You point out 
that: youfeel that municipalities should remain 
free to borrow through this instrumentality or = 
to go outside? 
MR. MOONEY: That is right. 
COMMISSIONER LEMAN: Now, would you 
visualize that if there existed such an institution 
the municipalities shamld still remain under some 


control as te how much of these funds would be 
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available to each municipality? 

MR. MOONEY: We wee think iad 

MR. KUSHNER: On that point we are 
not saying how it should control them; we are 
suggesting that the Federal Government -- say that 
it will support X dollars -- we envisage a practice 
wherein that application would be processed by the 
provincial authorities as to the amount and the- 
qualifications of the municipality, and that after 
approval we probably would get the funds from 
the Federal Government. 

MR. MONGRAIN: We would still have 
to go through our municipal commissions ‘who have 
set the standard. 

MR, LLOYD: There is another very 
challenging aspect to this matter which would 
involve you as a Commission to a greater degree 
than has been expressed in this brief. 

Canada's position with regard to need 
for capital eee of these purposes, private and 
government, puts us in a position that we have to 
go abroad to find that capital, and the oe eat 
to which we ee apes on there is the residue 
of problems affecting the exchange rates. One 
part of the country finds that for some reason 
or other it cannot finance as easily in the American 
market, for example, as another part. Somebody: 
mentioned today the fact of $29 million being 


arranged, and most of it all in the United States. 


The residual impact of this kind of shift to borrowing 
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extensively in the United States I would imagine 
would be of some concern to this Commission and- 

its ultimate recommendations, although I am not 
knowledgeable enough to know what trend it might 
bring about, but it would seem to me that in our 
borrowings abroad for municipal purposes if we 

took the Canadian approach to it rather than leaving 
it to the individual that this would be desirable 
from a national point of view because of its 
ultimate effect in future times of having to meet 
the repayments in foreign currencies, and it 

would seem to me that acting in concert through 

a national agency would be desirable from a national 
viewpoint. 

Now, it has been said on occasions 
that Canada does not own enough of this equity. 
interest in its industrial and other production. 

I don't know whether this kind of thing would shift 

the amount of borrowing we do from equity to i 

capital coming into Canada to a greater degree - 

of bonded indebtedness or not, and all which that 

implies, but certainly I\think it is food for 

thought that we might very well, if you have got 

to go outside for capital, we might be able in - 

the end result, through taxation and other policies, we 
- be able to get more of our capital needs supplied 

to Canada in terms of borrowed money, interest > 

paying borrowed money, than in terms of equity 

controlling capital. I don't know. I don't know 


enough about the total operations in Canada and 
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what stimulates private enterprise to get into 
things, and it would seem to me that there is 
concern of the national government -- and it has 
been expressed at times -- about the foreign 
ownership of Canadian industry, and that there would 
also be concern about the amount of borrowing 

each municipality is doing in the United States. 

COMMISSIONER GIBSON: Would you say 
it is a national fund for borrowing:-in the United. States 
for the benefit of the municipalities? 

MR. LLOYD: I would say it is a 
national fund, and certainly if an institution of 
this kind was operating it would be extremely useful 
in guiding and directing the footsteps of the 
municipalities in its foreign borrowings. 

COMMISSIONER GrenOn Making decisions 
or giving advice? | 2 | 

MR. LLOYD: Giving advice in this 
Tield.. Therevare some municipalities that are 
better than others and there are others that are 
not as knowledge2ble about what is happening. 

THE CHAIRMAN: I understood that the 
national fund would borrow money directly? 

oR. Lhovp: Thatuis right. 
THE CHAIRMAN: And the fund would 
decide whether for the purposes of the fund it should 
be borrowed in the States or here? 

MR. LLOYD: Yes. 

THE CHAIRMAN: The municipalities ae 


nothing to do with this decision at all? 
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MR. LLOYD: But what are they doing now? 
The municipalities are borrowing in the States. I 
am trying to resolve your interest in this from 
the national viewpoint. 

THE CHAIRMAN: i understand your point 
to be that some municipalities are porrowing 
indiscriminately in the United States even though 
that might be contrary to national policy at the 
time? 

| MR. LLOYD: ‘hat is right. 

MR. TURPIN: You have the recent example 
of the City of Quebec that has borrowed from 
Switzerland at 44 or 46 per cent. I think that 
this might have been contrary to the national - 
policy. 

MR. KUSHNER: As a matter of fact, not 
very long ago the Federal Government advised that 
municipalities are not to go to the American 
market, and then shortly after that the opposite 
advice was given, but shortly after that there was 
the devaluation <f our dollar and those municipalities 
that borrowed were caught short. In order to avoid 
these things and in the national interest we feel 
that a bank that would grow year by year and 
by the accumulation of funds through income 
taxes payable on municipal bonds that it would 
reach a state where we could do the total borrowing 
for municipalities right here in Canada, and it 
would appear to be in the national interest to 


do so, 
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COMMISSLONER LEMAN: You do suggest that 
each municipality should remain free to borrow | 
outside? 

| MR..TURPIN:. That..is right. 

COMMISSIONER LEMAN: But the question IL 
would like to ask lida aoels I-am not sure whether 
Mayor Lioyd was making this point or not, but if 
from the point of view of policy there has been 
some worry about foreign ownership of industry in 
Canada -- and there have been people before this 
Commission who have suggested that if we are going 
to use foreign funds to a large extent, maybe 
it would be safer to use them for municipal and 
housing purposes than to use them for industry 
purposes; what do you think of that? 

MR. LLOYD: TI suggest to you that it would 
seem to me a sensible sort of thing; one of those 
elementary things that crops up, and we say it. 
does make sense. Can anybody tell me what is wrong 
with the proposition? If you must obtain capital 
you must, and if you aie influence foreign industry 
to take it in the form of indebtedness, in the form 
of interest paying instruments rather than in 
common stock equities, which leads them into 
management decisions and the operation atten 
company with the use of natural resources and 
our skills in this country, isn't that desirable, 
and to do it effectively shouldn't it be done | 
nationally rather than by looking to the vagueness 


of the whole range of decisions across the country, 
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| which may be the end result. It might b@vtthe end result lis 
2\not too much differen. . I don't know, but I would - 
suspect that the Federal Government would see the 
mutual advantage in the establishment of a municipal 
bank in so far as foreign capital borrowings are 
concerned. It would bring them closer to the 
Situation in the long range and the impact of 
Canada's ability to meet these obligations to 
foreign countries. 
MR. MOONEY: That to the extent that 
the aggregate of municipal capital borrowing in 
Canada, which in a given year runs up to $250 million 
to $300 million, and this has been a recent average, 
that amount of capital borrowing can have a very 
significant relationship to national policy. 
Now, it seems to us that this can best 
be exercised through one organization that is in 
a better position than municipal government to. 
determine whether it is wise, prudent, or thus 
and so. It takes away from the municipal government 
probably its right to exercise its freedom in 
connection with the market, but viewed in terms 
of the total impact of municipal borrowing, maybe 
it is a desirable thing to have take place. 
COMMISSIONER LEMAN: What I wanted to 
make sure of is whether you realized that such 
a body would necessarily result in some kind of 
allocation of funds in the process in the province? 
MR. MOONEY: Right. 


MR. KUSHNER: The experience will teach 
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us how to deal with this, bearing in mind the 
total picture. If we centralize the control of 
the borrowing, as we suggest, it is in the national 
interest to do that, instead of each one of us 
going -- as we see fit or as we are told, and some 
of us do go and some do not, because if you are 
going to help the nation as a whole, vis-a-vis 
foreign investors -=- the International Fund, for 
example; if you decided to go to any one market, 
you would direct the foreign investment to this 
channel rather than to the industrial channel. . 

MR. LOWTHER: If I may make an observation 
here, one of the dominant factors which has led 
or generated a great deal of thinking -- of the 
desirability of having some such an instrument 
as that suggested-- has been the fact that as 
matters stand now municipalities have to establish 
their position in the market at any given point 
of time, and that market was influenced by many 
things over which the municipalities have no control, 
nor can they do much within their own framework 
to affect these market conditions in any given 
point of time. 

I think, too, that municipalities are 
in the position where they are able to withdraw 
from the market, but they are not able to stop- 
their programme of works at any given point of time 
to avoid exposing themselves to adverse market 
conditions, and many of the projects and requirements 


that they have to finance are generated or precipitated 
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in the first instance by policies of the senior 
levels of government, probably the most important 
of which is housing, a national housing policy 
whereby the Federal Government puts millions or 
billions of dollars into a housing programme and 
automatically it puts the responsiblity on the 
municipality to provide services for these houses. 
It just cannot stop this capital development 
programme. 

Now, what is the result of this? 
Back in 1956 and 1957 I think pikes were ee 
in those years when some municipalities in the 
smaller level -- if I may express it that way -- 
were unable to find some of the capital that they 
wanted on the open market. There were just no 
bidders. Other municipalities, of which we were 
one, were told by the investment people that true 
we could get the amount of money we wanted on the 
Canadian market at that time, but to do so we 
would virtually have broken the municipal bond 
market. In othe. words, we would have had to pay 
a rate of interest in excess of what normally we 
might have had to pay had there been a more abundant 
supply of funds available for municipal investment. 
The result of this was that we, like other 
municipalities, then resorted to the American 
market. 

Now, I mention this because you sugest 
that the feeling whtch has prompted in my mind 


the development of such an institution as a national 
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municipal loan fund is largely from the standpoint 
of being able to find a source for borrowing money 
when you need it and when you want it , and that 
this is probably the dominant factor in this 

whole thing because, as I said earlier, we are 
forced to sort of expose ourselves to whatever 

set of conditions happen to exist at a given point 
of time through the normal open money market 
operations, and there is nothing we can do to @ope 
with it, so we just have to accept this as a fact 
and do the best we can. 

COMMISSIONER GIBSON: Did I understand 
Mr. Kushner to say that this organization would 
control municipal borrowing? 

MR, KUSHNER: Oh exe that wasn't the 
intention. 

COMMISSIONER GIBSON: Municipalities 
would still be free to borrow on their own? 

MR. MOONEY: Oh yes. This organization 
would marshall the funds; it would obtain the 
funds. 

COMMISSIONER GIBSON You said something 
about the ¢ontrol of the borrowing. a 

MR. KUSHNER: There isa certain control 
which exists now at the provincial level by various 
municipal bodies, but I am not suggesting that that 
should be disturbed and the municipality must 
still go through the process of being cleared by 
the provincial authority. This wouldn't be an 


instrument of control. 
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MR TUBRIN: .. Noy sir, 

MR, +LLOYD:....L¢.isin Ggomld chr andioust 
interests of marketing. 

MR. TURPIN: If what has been said so far 
is true -- and I think it is true -- asc¢to!lithe 
difficulties experienced by municipalities during 
the. past..fifteen years. since the end, of the war, what 
can we. .expect.over, the next fifteen.or twenty, years 
if $29 billion of capital expenditures is necessary 
to. meet. the situation? L..pnink it might well e:iwid 
create havoc, perhaps anarchy, on a national scale 
and in. international conditions in the financial 
and monetary fields. We feel it.is becoming 
imperative that such a thing be done, otherwise the 
‘provincial and the federal governments will be in 
difficulties also regarding financial affairs. We 
will all be seeking money from the same people. 

MR. LLOYD: Canada cannot compete, Mr. 
Chairman, with countries of the common market and 
other countries which have a centralized authority 
in the monetary and financial fields. If we continue 
to have the Slowdown that comes with trying to bring 
about constructive action in the whole nation within 
the framework of, and some bending over backwards 
in, interpretation of, the B.N.A. Act. The emphasis 
is always on what we can find that denationalizes 
Canada in the B.N.A. Act, and this emphasis is a 
great tragedy in Canada in 1962. 

The emphasis should be the other way. 


It should be on what is the extent of the B.N.A. Act 
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in bringing us together into a common nation. 
Certainly all the powers to make tariffs is centralized, 
and that conveys with it implications of international 
matters in the various sectors of your ubeike 
organization. The banks are a matter of national 
interest and control, and it seems to me that if we 
are going to have to bear the results in one part of 
the country because another part of the country at 

the moment can go into the United States and borrow 
extensively, and we lose out in some other way some 
years later on, then we have an interest in what is 
happening in any part of Canada in respect to 
borrowings in the United States or in any other 
country such as Switzerland and France. I think 
there is’ a mutual interest in this. 

COMMISSIONER GIBSON: But you are not, 
in fact, suggesting these things should be concentrated 
in one place. You are saying that the muncipalities 
Should have the right to do these things. 

MR, LLOYD: Yes, because you are compelled 
to get the thing cone in Canada you have to be careful 
you do not intrude on what is so often called 
provincial rights. If you did not have any such 
thing there would be no hesitation about it, but I 
think, insofar as borrowings outside Canada are 
concerned -- 

MR. TURPIN: The federal government has 
control over credit and finance. We are not asking 
for nore control. 


THE CHAIRMAN: Should we not consider this 
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not only from a constitutinalpoint of view but on 

its merits? Is.it feasible? Would it be a useful 
thing to do? Would it be an improvement in the 
situation of the municpalities throughout the country. 
Those are the first things we should be looking at, 
but if there are constitutional difficulties --- 

MR, LLOYD: We could let somebody else 
worry about that. 

MR. TURPIN: But it comes within the power 
of the federal government to do such a thing because 
it already controls credit and finance in this 
country. The time might be appropriate -- I am not 
suggesting that this is contained in the brief, and 
I am not speaking for the Federation now, but I have 
heard it said among mayors that presently the 
Bank Act of Canada is giving the chartered banks 
the power to increase credit in circulation based 
on their cash on hand; that with, say, eight per 
cent it can lend 100 per cent, or with $8 million 
it can lend $100 million. If through the Bank 
Act the chartered banks are given this power why 
could not such a power be granted or given to the 
municipal banks of our country? Could they not, 
with a contribution of $8 million from the federal 
government or the provincial government lend the 
municipalities $100 million. This, again, would 
affect the overall picture, but with proper controls 
why would =o this be reasonable in the municipal 
field? 


MR. MONGRAIN: Mr. Chairman, I understand 
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Mr, Leman has some other questions to ask. Can we 
ask Mr. Leman to proceed with his questions? 

COMMISSIONER LEMAN: Has this idea ever 
been suggested as a proper one for the agenda of one 
of the Dominion-Provincial Conferences? 

MR, MONGRAIN: We have been trying for 
years. 

MR. LLOYD: The Dominion-Provincial 
Conferences happen to have closed doors so far as 
municipalities are concerned. We are not welcome 
at those Conferences. However, this has been 
discussed directly with the Cabinet. 

MR, MOONEY: We discussed this and had: 

a meeting with the Cabinet in 1959 . We had a three- 
day session with the Prime Minister and a number of 

the cabinet. It was an off-the-record:conference, 

but during the period of our three-day meeting we 
talked about the establishment of an interra tional 
municipal loan fund. We discussed the pros and cons, 
and we reached no conclusion, but -it has been discussed 
as between the Federation speaking for the muncipal 
gevernment and the federal government. 

The problem of municipal capital borrowing, 
however, has been referred to at meetings as between 
the dominion and the provincial governments at ee 
last few meetings. 

COMMISSIONER LEMAN: What would prevent 
the institution of such a body on a voluntary basis 
through the union of municipalities itself? 


MR, TURPIN: Why not organize our own bank? 
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Would you give us the same power that you are giving 
to ee aes banks? | wine 

COMMISSIONER LEMAN: Wait a second, now, 
I do not think we should get confused as to how banks 
operate, but banks before they can start lending 
money, have to get the people's savings in. Just 
because the federal government would put $8 million 
into this outfit does not enable it to lend $100 
miilion unless it borrows it, or aa 

MR, LOWTHER: --- or prints it. 

MR, LLOYD: I think Mayor Turpin said it 
was an expression of his own opinion. We have not 
studied this. 

COMMISS LONER LEMAN: Yes. There are some 
elements in this country that have come close to 

_ arguing that money grows on trees, but this Commission 
does not believe that. 
. MR. LLOYD: This was notthe view of this 
Federation. 

MR. MONGRAIN: I think the Federation is 
of the opinion it would be definitely better if we 
had a unique ee broadly speaking, all over the 
country, and then after that it could be adapted in 
each province. That might be the best reason for 
having a national organization. 

MR. LLOYD: . I wonder if it is applicable 
at all, but could we use Metroplitan Toronto as an 
example vere 

THE CHAIRMAN: I did not think that 


Metropolitan Toronto would ever be put up as an example 


cok, So eee 
Keed qn’  sowholt 
gnitvtg sis oY jed3 wewoq omea edt ay evig soy Biwow 
ee Senned siaemenenibih nate, 07 

.wod ,paooee s SisW :MAMEt AVOT GaIMMO9 
exaed wod ot as bean itnos seg bivode ew Nats ton ob I 
gifbael dista aso yedd etoted adasd dud ,eteitego 
taut sk agaivee e'elgosq edd weg of even ,ysotom 
notiiltm 8% duq biuow dnommievog [srebel sdt sausoed 
OOLg bael o¢ th eldene tom aeob ditivo eins otat 
--= qo ,tk ewourod Ji agetan mollitm 

ti etatsq 10 --- :AGHTWOl AM 

$i brea aiquuT soyeM Naidd I :CYOll AM 
ton eved sW .mtotatqo awo aid ‘to aotaseiqxs 18 aBw 
,atdd bokbuse 

amoz e1s etent .eeY :WAMEI ABMOTASIMMOD 
ot eeolo emoo even gedd yatauoo eidd al atnome lo 
coteatmmodD efdt dud ,aese1d ao aworg YSaom tedt, saiugis 
,tedt evalied gon aeob 
aidd to wetv edddoa eew alcT <:@YOdt 7: 
.mottisisbed 

at motterebel erid Natdd IT -AROMOM «iM 
ew tt sedted vledintieb ed bludw +t moinigo eft to 
eit revo [fs ,gainssqs yibsoud poe euptoauy s bed 
ai betqabs od bivoo tt tadd yetis aedt bas ertauos 
sot aogser teed odd od doigim dedT .eomtvorg doss 
.cottestasg1o {enotien s gnived 

efdsotiags et di It tebmnow I :GYOdd ,xM 
ae es otnoroT astifqouteM sey ew biuoo tud ,fis $8 
ony eignsx 

ged3 wNatdd soa bib t _ :MAMALAHO aHT 


efgqmexe as es gu tuq ed 1eVv9 biyow otno1r0T astilogorseM 


a es | 


brennan 


Snes 


ay 
qi 


' 
| 


> om 6 


ay 


oi 


o © oo 


A 


v a 
eh 
je 
a i 
<r 


Nethercut & Young 6995 


Toronto l Ontario 


here ; This is the first time I have ever heard of 
its being an example of anything outside of Toronto. 

MR, LLOYD: Look at Metropolitan Toronto. 
We find some features -- when I say "we" I mean the 
Manitoba eter ~~ naiatwe think are excellent. -By 
pooling their resources the suburban areas have 

certainly benefited in having one authority going to 
the market. There has been a saving of about 
$4 million a year in interest. 

I-am not talking about the larger cities 
that have established their credit, but those 
municipalities that are becoming urbanized and that 
are having difficulties in getting money, would benefit 
from a national bank. I think that Mr. Leman's 
suggestion that it be done on a voluntary basis is 
impossible. There’ must be a centralized source of 
funds, and I think in the interests of all of Canada 
the federal government should spearhead this thing. 
It may be that some contribution should be made by 
the municipalities, but that could be looked into 
after this is settled. | 

MR. MOONEY: If I may say, Mr. Leman, 

I think the answer to the question you have asked is 
that this is possible, but I think the time factor 
involved in bringing it about would probably be 
somewhere between now and the end of this century. 
This is the way the Netherlands municipalities 
went about organizing their municipal institute. 
That is an exclusively municipally owned, managed , 


operated and administered national bank. LG «bs 


ee oe 2 ag 


aeeg pratt Ss mgowdtoR, 


"0 bused trove eved I omtd text t ody ef eldTt eter 
.otaoret to dsiies gaidsdyas ‘to elqnexs as gnied ett 

,odaotoT astilogouteM Je Hood sOYORI .AM 
ait acom I "ow" yea I aerlw -- aouvtesl omos bat? sW 
ya .taslleoxe 316 Aekat ae ee deustortiy edod ineM 
eaved eserves medtudue odd asonvoser stedd gatfoog 
ot gatos ystvortus sro anived at a es 
jyods to aaivea s aged eed stedT fonrem sad 
teeretnt mt weey 6 notlitm 4g 

eettto vegrel est ¢uods gatdied ton met 
eeont dud .tibero stedd bedatidetes ever Jedd 
tend bee besiosdiy gatmooed ors dadd eetiiiseqrotaum 
¢itened biuow .yortom gatdces at eeldiwetTiib gaiven 918 
e'apmad . 1M deds watad L wdasd fenotten 8 mort 
eat eteed yietaulov s ao snob ed Ji Jedd noldeoggue 
%o Sonnoe besiisxrtaso 8 ed teum sient © eidteeogmt 
ebensO to [Is to atgeretat edt ab Hatdd I bas’. ebaut 
sgatdsd aids beeduseqa bisode tmemarevon Isrebst edt 
yo ebem sd blwode moitudiasdnos emoa ted? sd ysm gL 
ott bextool ed binoo ¢edt dud ,eeldileqtotaum odd 
. ebettiea al atdd ved'is 

(remel .IM .Ye8e Yew hie: :YEWVOOM . HM 
at beilas oved voy motdaasp ed? ot reweds odd aatdd T 
qosost omits edt Natdd I tud peldteeoq at efdd dedy 
ed yidsderq biyow tuods di gatanind af beviovat 
-yusiaes atdd to baie edt bis won neewied aresnwomga 
esttifegqtotaum ebnsivedsel edd yew ody al aldadt 
otuditent Isqtotaum sted! agntsinsgiro duods taew 


.begsnen .benwo yilagtotaum yfevtauloxe as eal tect 


GY oF 


t 
1 
| 
i 
a} 
i 
{ 
| 
i 
| 


S a) os “i 
= 


pe 
peony 


| 
| 
\ 
i 
I 
} 
f 


at 31 -Naed [snoiten beretatciobs bere bedeteqo 98 | 


Nisheve &é Young 6996 


Torente, Ontario 


not too dissimilar from the organization in Belgium 
which was supported by the municipalities. So, one 
can assume that theoretically this is possible, but 
the time factor involved in doing it -- we are not 
ready yet. 

COMMISSIONER LEMAN: What I am trying to 
do is follow your thought through. I am suggesting 
to you that if this institution was created under 
the auspices of the federal government,with the 
federal government's credit behind it, it would end 
up by operating cheaper than the provinces themselves. 

MR. KUSHNER: Probably. 

MR, LLOYD: Why would that have to be? 

COMMISSIONER LEMAN: Therefore, the 
eredit available for municipal purposes would end 
up by pre-empting the market. Let us say'the first 
credit in the country now is the federal government's, 
Therefore, it is the cheapest, and the one that can 
tap the most sources. Now, this would become the 
second one, and that would put the provinces third; 
is that right? 

MR LLOYD: There is nothing to stop the 
provinces being a part of this picture. You could 
eall it the provincial-municipal fund, if you like. 
Once the principle is accepted then we can look at 
3 There is no suggestion at the moment that the 
municipalitiy should pre-empt the field as compared 
to ethe. sprovinces. 

MR. LOWTHER : When you look at the 


functions of a provincial government, and the 
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responsibility it discharges in our time you will find 
that it is not responsible for cerns defence; ut 
has nothing to do with the field of tariffs; and it 
has nothing to do with banking and finance. Is 

not there something more than an analogy between 

the responsibility of a larger urban city and that 

of a province? Should they not come to realize 

that in this field they have the same interest? 

The other side of the coin is that if 
you must go abroad for capital, as we are now doing, 
then the national interest is involved, and therefore 
some degree of cooperation should be there, at least, 
and some universal understanding of all of the 
elements of advantage that are don in doing this 
Should Lexist-r, and the timing should be known -- 
at least, there should be a common source of 
information: about it -- which such a central agency 
would provide. 

If, on the other hand, it is a bad thing 
to do, and you have to do less borrowing in the 
United States, and the national government says it 
is in the national interest for you.to do less, then 
you go to the development bank and have it arbabrate 
as to the sharing of available funds from your own 
national sources. Whichever way we look at it 
I think we are obliged to accept this fact, aside 
from putting forward the plea that it is a theoretical 
exercises 

MR. MOONEY: Let us assume that this 


national-municipal loan fund was created and it 
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provided a better credit in terms of the market, there 
being a federal approach to the market rather than 

a provincial approach which would, therefore, give 

us a higher rating --- 

COMMISSIONER LEMAN: I am just trying to 
suggest to you that we live in a country where there 
are politicians and where there are certain 
constitutional problems involved in autonomies and 
that sort of thing. 

MR, MOONEY: If it worked that way it 
might be useful to the municipalities, and it might 
be useful also to the provinces. Maybe this is 
a step towards better coordination of the capital 
borrowing needs of governments in the whole country. 

We have not at any point in the brief 
fou P fod the Australian loan council because we 
did not have that in mind. We are mindful‘ of some 
of the criticisms made against the Australian loan 
council, but ‘certainly there is a-~growing need for 
a better organization of the municipal borrowing needsthan 
that woh we presently have in the country, and 
we are suggesting this is a sensible, feasible -- 

I will use the three adjectives the Chairman used -- 
scheme, ~It’ Is useful, ana-it"is desrrabre- 

COMMISSIONER LEMAN: That was one feature 
that did”’surprise me. In Appendix A there is no 
naference to the Australian arrangement. That is 
why I was a little bit puzzled as to exactly what 
your thinking is with respect to this national - 


provincial loan fund. The examples you give us are 
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voluntary types of arrangement without any federal 
control, whereas in Australia it cae (be other way 
around. Il am wondering which way your tendency is. 

MR. MONGRAIN: We think it would have to 
be tailored,.to.our needs. I do: not think there 
is. any other plan anywhere else that we could adopt 
as it. is. 

MR. KUSHNER : I think we should get one 
thing clear, Mr. Chairman. We are not suggesting for 
a minute, that there should be centralized control 
over the borrowings of each individual municipality. 
The control, to use that word generally, must remain 
at the provincial Level. We are just talking about 
a central fund from which we could draw. Perhaps 
we should contribute to it, but that is something that 
can be discussed. If we can borrow on our own 
resources, vue not only would our credit rating be 
greater but the national body, which may be 
responsible, would be able to do something about the 
international money situation. Right now they have 
to say to us either: "Go to the market" or "Don't 
go to.the market", and we have to do the best we 
can. ‘The end result is hard on the national economy. 

THE CHAIRMAN: You nae centralizing all 
your resources, You are expecting the government 
to put the money into this bank. 

MR. KUSHNER; Partly. For instance, there 
has been mention made of $50 million to $75 million 
a year in interest on municipal debentures -- 


MR, MONGRAIN: We are of the view that it 
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is in that range. 

MR. KUSHNER: We Stisek Haut, the federal 
government that that could be the basis of the fund. 
That. is a long way from the amount of capital we 
borrow annually. It may take several years to 
build, up» the fund: to, the proportions required. But 
let us get started in looking at it. So far we have 
had difficulty in even getting a smile from the 
authorities and their saying: "Maybe there is some 
merit in it", 

MR. TURPIN: If the federal government 
has found it expedient to guarantee loans through 
the Central Mortgage and Housing Corporation and 
through the International Development Bank, is our 
proposal so ridiculous, or so different from that 
which presently exists at those levels? 

MR. LLOYD: In this year of 1962, Mr. 
Chairman, there is the problem of the urbanization 
of our population that faces all of us at the 
municipal level, That has brought with it a demand 
for capital that did not exist before. It is 
up to the federal government to take a more urgent 
interest in our urban transportation problems. i 
we are eciae to develop as a nation then, surely, 
it is in the national interest to..make :sure that 
money is available for all these things. 

MR. MOONEY: We really see nothing in 
our proposal that is too different from the Municipal 
Improvements Act of 1938, a copy of which I have 


and with which you are probably familar, and what 
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that law provides. We are not asking for 2 per cent 
money that is provided for a cee eee and 
which was the basis of the loans to be made. We do 
not suggest that there should be any less provincial 


controls or control over provincial capital borrowing 


than presently exists. 
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We do not suggest that any municipality applying 
for a loan would not be subject to the same criteria 
of evaluation as the market generally applies today, 
when it goes separately to that market for a loan. 
We are not asking for the sluice gates to be opened 
up at all. We are anticipating broadly the 

Same processes as operate today when a municipal 
government goes to the money market. We believe 
these same processes will apply. We are merely 
suggesting there be created this single instrument 
allowing the mibieisaiictes to get together in their 
borrowing, and if a municipality does not wish 

to make use of this instrument then it is free not 
to. 

THE CHAIRMAN: But the interest rate 
would be uniform irrespective of the credit worthiness 
of the municipality? 

MR. MOONEY: We have not said that. 

It may reach that stage but there will be variations, 
the variations which exist today in terms of the 
market. 

MR. DAWSON: The interest rates would 
tend to be lower. 

MR. MONGRAIN: From a national standpoint 
it would be desirable if municipalities were brought 
to this stage where interest rates might be 
uniform, but we are not at that stage yet. 

COMMISSIONER GIBSON: How would you allocate 


the funds available -- by provinces, and with the 


provinces each dividing it up among the municipalities? 
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MR. MONGRAIN: You have got me ina 
position which is beyond what we have considered 
and contemplated. Now you are going into the 
mechanics of the matter. 

COMMISSIONER GIBSON: I appreciate the 
sort of thing you aii recommending and the desirability 
ofit, but I would like to get down to the problems 
and practicalities of it. How would you allocate 
funds in a situation like this? You say there would 
be a lot of more or less fixed Dee oreay rates. 

How would you divide it up, by provinces? 

MR.DAWSON: It might be Pe SS to go 
into all those details. If a thing like this were 
considered by the Federal Government it possibly 
might like to set up a Commission who would know 
about that work and work out all the details. One 
sure thing is that we would like to have a provincial 
body in each province and it would conform to what 
the Commission had decided. We understand it 
will have to be improved over a period of years. 

We will not find a perfect instrument right away 
or a perfect formula. 

THE CHAIRMAN: Of course this sort of 
thing has been done in some provinces before, and 
is being done now. 

MR. MONGRAIN: It is done in Alberta. 

MR. MOONEY: We envisage this municipal 
loan fund will operate in the national field almost 
in the manner that the Alberta Loan Fund operates 


in the municipal loan field. 
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MR. DAWSON: Through the provinces, 

THE CHAIRMAN: I am wondering whether 
you are going to improve the situation by having 
a national fund when it is open to the provinces. 

MR. MONGRAIN: Not all provinces are doing 
4t. Not all of them are able to do it even if they 
wanted to. 

MR. DAWSON: They all have not got oil. 

COMMISSIONER BROWN: I think you are agreed 
right from ite henernnadic aed you are not going 
to have as much money available as everybody would 
desire. How then are you going to divide it up? 

MR. LOWTHER: If the Federal alicia ts 
is going to borrow the money, it seems to me from 
a working, practical standpoint -- I am not expressing 
an opinion either for or against this -- but from 
a practical standpoint the Federal Government, through 
its borrowing powers, would provide the capital 
and the only criterion necessary to entitle a- 
municipality to get its capital from this fund 
would be prior anproval by the municipal-provincial 
agency, the same way as you have to get approval 
now before you can proceed with a capital undertaking. 

This would mean that potentially this 
fund could be expected to provide as much municipal 
capital as municipalities now provide themselves. 

COMMISSIONER GIBSON: It is more.. 

MR. LLOYD: Well, looking head to the 
future, obviously our capital needs in the future 


will be more. than they are today. 
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COMMISSIONER GIBSON: But, Mr. Lloyd, surely 
there must be some criteria that the Federal Government 
must apply to judge whether it is prudent. to permit 
a municipality to borrow how much and for what purpose? 

MR. MOONEY: I have not heard it cupeanies 
in any quarter that we are incapable as a nation 
of raising sufficient capital funds to meet the 
potential errr in municipal capital borrowing 
for the needs that will face us in the next 10 or 
20 years. We have indicated in our submission that 
this. is of the range of probably twice the current 
average annual borrowing. 

ate $250 million has been the average 
over the past ten years, then to meet the social 
capital requirements as envisaged by the Gordon 
Commission Report, .with which. we-concurred, then 
something in the range of up to an average of | 
$500 million will be required each year over the 
next 10, 15 or 20 years. 

It has not been suggested that that 
amount of money *s not available, if the municipal 
governments require that amount of money. However, 
there is a check in balance on municipal spending, 
and that is the capacity of municipalities to 
utilize that amount of money annually, to organize 
for capital spending of the range of an average 
of $500 million a year. 

| As some of us envisage it, the municipalities 
requiring capital funds would place their debentures 


in the hands of the capital municipal loan fund and 
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then the municipal loan fund, about three or four 
times a year, would go to the market on an orderly 
pasis for whatever that amount may be. The rationing 
of those funds is the rationing of the application 

of the municipal governments. It would not be 
necessary to ration the funds unless their applications 
were severely in excess of $500 million. Neither 
would it be necessary for the fund administrators 
themselves or the provinces to ration it except 

only in terms of the demonstrable requests from 

the. municipalities based on their capacity to repay. 
It is along that sort of line we are thinking, 

that the fund will operate just the way the Alberta 
Municipal Loan Fund operates. 

MR. BEECROFT: The difficulty of rationing 
has not prevented the Federal Government appropriating, 
in the first instance, $100 million for sewer 
financing. Everybody knew the municipalities of 
Canada needed many times that much if they were 
going to do a job in fighting water polution. — 
After a year or two passed, the Federal Government 
found it was within its capability to vote another 
$100 million and it is now in process of allocating 
that additional $100 million and we do not hear 
any complaints from the municipalities that there 
is unfairness in the allocation of that amount 
of money. We have confidence that the Federal 
Government will attempt to keep this thing going, 
and between the municipalities, the provinces and 


the Federal Government this problem can be taken 
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- Care of. 

The problem of allocation is a serious one 
now and it is a process which is left very much 
to the decision of the market, and that is very 
much more frustrating to the municipal governments 
than the kind of system of allocation which would 
exist if there were an orderly process of applying 
to the market through a central agency. 

- MR, MOONEY: If the Federal Government 
would extend sewerage loans to other municipal 
projects, such as streets and traffic requirements, 
and a myriad of are things that have to be done, 
and write that into built-in legislation, we would 
not be asking for a municipal loans fund. 

| THE CHAIRMAN: One of the reasons 
the Federal Government concentrated on sewers 
was that municipalities were inclined to build 
streets and parks but they were getting into great 


qGifficulty with their sewerage problems. 
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They were not dealing with them. They were dumping 
the sewerage into the ieetoueves as they are still 
doing in many parts. of my own province. 

MR, MOONEY: But remember, Mr. Chairman, 
they are still dumping thousands of new automobiles 
every year onto our sheebtss We are going to have 
pure water but I do not know how we are going to 
grapple with our streets five’ or ten. years avenue 
and much greater expenditures will be needed on 
municipal streets and highways. 

MR, MONGRAIN: May I come back to the 
point raised by Mr. Beecroft? The federal government 
has made another $100 million available for this 
purpose. It is true that part of this was probably 
due to the fact that the pollution of our streams 
ought to be looked after, but the federal government 
Said something more than that. The federal government 
has set a target ae: the. job to be done within a 
certain number of years and they have promised the 
local governments that if it is done earlier than that 
they will wipe ont twenty-five per cent of the money 
repayments. 

THE CHAIRMAN: They are encouraging you 
to do a specifie thing which they thought was 
in the national interest and which you were not 
doing. 

MR, MONGRAIN: But we are suggesting that 
there are other things which require to be done, and 
to meet this serious situation we are suggesting 


this municipal loan fund on a strictly economic 
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basis. Surely the time has come when we should look 
at this problem instead of waiting until we have the 
same situation as we have now with our rivers and 
streams? 

MR. LLOYD: I think Commissioner Leman's 
question was a fair one to ask. This would have some 
effect on provincial borrowing. There is no doubt 
about that, but we must be practical. The provincial 
governments are also going to the American market 
and there might be some impact on that as well. 8 
think a better relationship vis-a-vis the provinces 
and municipalities, and vis-a-vis the provinces and 
Canada,and vis-a-vis Canada and the foreign investor 
can come about by this kind of instrument which 
could provide money at a better price than the 
States and enable us to meet the obligations we are 
faced with. 

I know, Mr. Chairman and members of the 
Commission, that you appreciate that we do not not 
have the resources available to us to comprehend 
all the intricacies of high finance in Canada but 
we do present to you humbly, and to the best of our 
ability, an observation and I think our report does 
challenge you in this field. Tf there is. some 
useful purpose in it then it is for you to inquire 
into it. 

COMMISSIONER LEMAN: ‘What you are 

asking for is: access to the cheapest 
eredit in the country? 


MR. LLOYD: There is no question about that, 
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and there is no hesitancy in saying SO. 

THE CHAIRMAN: And you are not, ashamed 
about that? 

MR. LLOYD: No, “not at ‘all. 

MR. MOONEY: This whole problem is not 
merely just a Canadian problem. It is a problem 
which municipal governments are facing everywhere. 

THE CHAIRMAN: Oh, yes. 

MR. MOONEY: And our submission illustrates 
that fact. We Canadian municipal governments are 
at a severe disadvantage actually in terms of 
American municipal governments because of the tax 


exemption feature which enables them to obtain their 


capita] funds much cheaper than we are able to obtain 
funds. 

We have not requested or suggested that 
a Similar exemption be allowed to owners of Canadian 
municipal bonds. We take the general position that 
we are not in favour of that because it would tend 
to create a favoured,privileged group of investors 
in the community. Moreoever, we have some doubt 
about the volume of that potential market so far as 
Canada is coneerned, and we refer to that in our 
submission, but we think this proposal we have put 
forward in part, this national loan fund idea, would 
tend to bring us into a more equitable position in 
terms (a) of American cities and (b) in terms of 
Canadian cities generally across the country. Not 
all municipal governments have equal facilities and 


equal capabilities so far as municipal financing is 
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concerned. The larger cities are in a preferred 
position and the smaller ambi ketas:, in the past at 
any rate, have had difficulties with respect to 
capital borrowing. We believe the time has arrived 
when the situation should be made equitable for all 
local government borrowing across the country, 
somewhat within the framework of the idea we have 
placed before you. 

I. have attended meetings in the United 
States where the idea of an intergovernmental loan 
corporation in the States was under discussion and 
SO, as I, intimated before, it. is a univeral problem. 
In last week's issue of. The Economist there was quite 
an article with reference to municipal capital 
borrowing needs of governments in the United Kingdom. 
These problems arise because of the new facts of 
municipal life and the new needs of municipal 
governments that have arisen consequent upon our 
highly organized industrial communities. 

COMMISSIONER MACKINTOSH: Mr. Chairman, 
I have a couple of questions which we asked a 
number of people across the country, and I would like 
to put them now and receive some brief answers to 
them. In the past few years we have had considerable 
ets abd ene of monetary policy affecting credit and 
rates of interest. How far in your experience have 
these, either by reason of the higher rate of interest 

or thé wmavailability of credit, actually 

influenced the actions of municipalities in under- 


taking capital works or postponing them? 
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MR. MONGRAIN: I think, Mr. Commissioner, 
that what is commonly referred to as tight money or 
easy money policies directly may not have had much 
impact on the work being done by municipal governments, 
because the type of work which municipal governments 
do is either work that has to be done or has not 
to be done. The one type of work where it may have 
an effect is the kind of work in which the federal 
government participates, and I can give you one 
example of this. In my own province of Manitoba, 
as a result of the government policy of contributing 
75 per cent of the capital costs of a secondary 
school, there has been a rash of secondary schools, 
because the local taxpayer says "I am only going to 
pay 25 per cent for a school. I want that school now". 


Otherwise it might have been postponed for a while. 
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But in the ordinary orderly municipal development the 
Gemahid*is either’ theré’or*it*is*not,-and-if itis 

L think’ the’ current interest rate has not as much 
effect as it has on other part? of the economy. At 
least, that» is my reaction: 

MR. MOONEY: There is another point in 
there. I would say, Dr. Mackintosh that there are 
four or maybe more, but there are four things that 
happen in a tight money situation in so far as 
municipal governments are SotbOPAsa! There are 
municipal*capital works projects, largely of an 
important nature that have to go forward, but under 
certain circumstances certain municipal capital 
undertakings can be and have been deferred because 
of the high interest cost. Beyond that there has 
beén va “eurtaliment of “certain”’projects.’ That <1s, 
of -a series of projects. they pick out two or three 
of the five that they were hoping to go forward with. 

Where they have gone forward with any 
project generally speaking under tight money conditions, 
the tendency is for municipal governments to 
temporarily finance their cost through short term 
runs pending a hopeful change to a lower interest 
cost. 

Then, of ‘course, there’ is the final 
factor. <Under tight honey conditions -- this is 
a compelling factor -- this has driven, if I may 
use that word, some municipal governments and 
particularly the larger ones to the American market. 


MR. LLOYD: Non essential items, Dr. 
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Mackintosh; anything that you can class as a non= 
essential item does get deferred UE can possibly 
get along without it. 

This answer is broken down in this way. 
If you want, for example, to get down to a thirty pupil 
classroom instead of having fifty, or forty-five, 
which is considered excessive, you look at the cost 
of providing that service with teachers and the annual 
maintenance charges of maintaining the service, in 
that instance, much’ more so than: you do at the, interest 
factor. But; on the other hand, if we are: going. into 
a share cost capital improvement such as a highway 
in respect of which the maintenance cost is not so 
| heavy, you do not have to provide a certain number of 
people at salaries per unit of capital employed for 
the project,;-you might tend:to defer it, or.forestall. 
You cannot help but say to yourself, if you have to 
pay 5.7 per cent interest on what we are borrowing 
and we are held down to a 20 year term on a thing 
that is going to have a benefit for 40 or 50 years, 
the city council will havéto go slow. When it sees 
thiseinterestrratesofn5.7Tsperscenty; they realize 
that they have lived long enough to know that there 
was a time when you :could borrow. at 3.57 per cent. 
This has happened within my time and since the end 
of the war. Despite the overtures that have been 
made from time to time by national governments and 
national parties -- they are all alike in this field 
-- that they are doing these things to ease the impact 


of- interest cost on municipalities, I challenge the 
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lot of them and say that none of their policies have 
brought that desirable condition sitevt 

MR. TURPIN: Again if I can give an 
example in respect to my city, and I think you want 
examples that can be placed before you, one-third of 
our total income today goes toward the servicing of 
our debt in Hull on the one hand. On the other 
hand we are faced with the necessity of annexing 
adjoining territory to provide room for an expanding 
population and growing city. This means that we 
have to increase our capacity of making water available 
of taking sewage away and treating it. At the council 
level we just wonder if we should.go ahead with these 
annexations because, at the cost of borrowing today, 
we think that it might be better to delay and perhaps 
wait some years. We feel that the load on our | 
ere owners is quite heave AbD unacunt it might 
not be fair to increase it. That is what we are 
faced with today in our city., 

COMMISSIONER MACKINTOSH: Can I conclude 
that while the effect differs on various types of 
projects, your judgment is that the rate of interest 
does enter into decisions? 

MR. MONGRAIN: Defamunenges. 

MR. DAWSON: Oh, yes. 

MR, KUSHNER: Ves. 

COMMISSIONER MACKINTOSH: And problably 
most acutely when it is added in with all other 
cost which effect the tax rate, is that a fair 


statement? 
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MR, LLOYD:. This might not be the position 
taken by. an administrator, eae a TCHAD gets elected 
to public office looks at everything that increases 
the tax rate on his community. He is much more 
conscious of every element of cost. He is aware that 
his opponent will attack him in this regard. The 
laddie who sits in an administrative office of a 
municipal government is not exposed to that same kind 
of things and he might not take that view, that 
we should be making this kind of inquiry. I do 
say to you that an elected representative, if he has 
any sense of responsibility at all in respect of the 
matter, does take into account the impact in the long 
run over the years ahead, and in cities: where you 
have commissioners of finance and in many cities, 
city managers such as we have in Halifax, they are 
looking ahead ten years, and I think you will find 
that, they. are. concerned about this interest factor 
much more so than appears. on the surface. 

MR. TURPIN: Some municipalities in Quebec 
are faced today with a very difficult dilemma. oucy. 
They are forced. by the provincial authorities to 
treat their sewage, and the health. department refuses 
to,.accept any new subdivisions unless.we do take 
steps to clean our sewage. In a case of this kind 
we have no choice even though we have to pay perhaps 
7 or 7s per cent. We must go ahead, otherwise the 
whole building industry will be affected in our 
area. Ina case of that kind we have to pay whatever 


rate the market charges. 
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MR, KUSHNER: I think you put it quite 
correctly, Mr. Commissioner, when vedtoiceth tte that it is 
a fact that we defer those things we can defer, 
Unfortunately there are services we cannot hold back 
and we must accept high interest rates as a fact of 
A ie gf 

MR. LLOYD: And we are stuck for twenty 
years. 

THE COMMISIONER: :Well, that concludes 
the discussion, gentlemen. I may say it has been a 
very interesting and active one. We have, each one 
of us, learned a great deal I think about your view- 
points in respect of these problems. It has been 
all of very great benefit to us. I wish to thank you 
for appearing before us and for your very carefully 
prepared brief which is full of interesting material. 
It has been a very great pleasure to ee had you 
with us today. 

MR. MONGRAIN: Mr. Chairman, my colleagues 
have asked me to thank you and your fellow, \- 
Commissioners for inviting us and allowing us to 
partake in this very interesting discussion. It has 
been ey eee often that mayors are tciosé to the 
people, This means that we like sometimes to have 
the opportunity to let off a little steam, and you 
have given us a wonderful opportunity in this regard 
this morning. I think we should thank you all for 
that opportunity. 

THE COMMISSIONER: Thank you very much, 


Mr. Mongrain. 
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We shall now adjourn until 9:15 tomorrow 
morning when we shall hear the brief of the Province 
or Ontario. 


(Adjournment). 
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RECOMMENDATIONS AND SUGGESTIONS 
of. the 
CANADIAN FEDERATION OF MAYORS AND MUNICIPALITIES 


- 


A National Municipal Loan Fund 

Pp The municipalities!’ primary contention is that, 
in view of the volume and importance of basic community 
needs, municipal caplval eee BPG. Or agua lL apriora.y 

with those of the senior governments. .,.1lt is therefore 
fair and equitable to enable municipal governments to 
have the same advantages as senior governments in 
respect of the capital market. 

e. Arising from this basic contention regarding 
equality of opportunity in the capital market, and in 
view of the great volume of requirements anticipated 

for community development, the Federation's main 
recommendation is that the Federal Government, co-operation 
with the Provinces, should establish a national Municipal 


Loan Fund 


‘for’ the purpose of facilitating 
the capital borrowing operations of municipal governments 
Se the case for’ the Loan. Fund’ is, considered. at 
some length in the last two sections of this submission 
and is further supported in the detailed analysis of 
present municipal financing in the sections on 

revenue, expenditures, taxation and borrowing. 

I, The establishment of such a Fund would not 
preclude any municipality from borrowing in the private 
market. It is nonetheless the general view of the 
municipalities that a national municipal loan fund is 
essential to make it easier for municipalities to 

raise money and to reduce interest and marketing costs. 


ae As one means of implementing the basic 
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recommendation concerning a municipal loan fund, 

the Federation recommends that the Federal Government 

should apply the revenues -received from the taxation 

of interest on municipal bonds to municipal loans 

contracted through the proposed national municipal 

loan agency. . 

Other Recommendations 

ae As a further aid to municipalities, in relation 

to their revenue and vorrowing needs, the Federation 

recommends 

(a) that the chartered banks, in setting interest 
rates on short-term loans to municipal 
governments for such purposes as the anticipation 
of taxes, government grants, and the receipt 
of loan money on capital borrowing and other 
such well-secured risks, should take account 
not only of the -nature of such well-secured 
loans but of the high credit standing of 
the municipal governments; 

(bd) that provincial governments, investors 
and investment Hades Should modity the 
rigid and somewhat artificial criteria -- 
whether statutory or "rule of thumb" 
which now stand in the way of some expansion 
of municipal borrowing and raise. borrowing 
costs unduly. 

Suggestions 

(ie There are a number of questions concerning 

which the Federation does not feel sufficiently 


informed to make precise recommendations but which 
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deserve intensive inquiry by the Royal Commission, 
followed by appropriate recommendations. These questions 
are discussed in this submission and may be summarized 
as follows: 
(a) The withholding tax on foreign-pay Canadia 
bend issues has raised the cost of borrowing 
abroad. In view~of recent changes in Canada's 
economic situation, the removal of this tax 
may now be warranted. 
(bo) In the United States, municipal taxes 
and mortgage interest paid by home-owners 
are exempt from the federal income tax. 
in Canada, on the other hand, the payment 
of income tax on amounts paid in municipal 
taxes represents double taxation. If such 
payments were exempt fromincome tax, the 
municipalities could then make fuller use 
of the field of real property taxation which, 
according to prevailing theory, is reserved 
for their use in raising revenue. The taxation 
of home mortgage interest in Canada serves 
as a further limitation on the municipalities' 
power to tax real property to pay for local 
services. 
(c) Present federal tax law puts municipalitie 
and other govermments at a disadvantage in 
comparision with corporations who can charge 
bond interest as an expense. This means, 


in effect, that corporate taxes are reduced 


by Te a one half of the interest paid. 
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Furthermore, investors . pay full income 
tax on interest from bond issues, whereas 
a tax credit is allowed on dividends from 
Canadian common and preferred stocks. More 
equitable tax treatment would broaden the 
market for municipal and other government 


bond issues, 
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FOREWORD 

(a) The Canadian Federation of Mayors and 
Municipalities is a national organization created and 
maintained by the municipal governments of Canada 
for the purpose of nation-wide inter-municipal co-operation 
and common undertakings (1). It was founded on the 
proposition that while loeal governments operate within 
the framework of the law and tradition provided by 
their own provinces, municipal governments also have 
many problems which can. best be approached through 
nation-wide study and concerted action. 
(bd) In the pursuit of its purposes the Federation 
convenes an annual conference and maintains a year-round 
program of enquiry and research into various municipal 
problems and acts as a central repository for the 
exchange of information on matters of general municipal 
interest and concern. 
(c) Among these matters -- of highest concern -- 
is the central’ problem of municipal finances .... 
The problem goes back many years and may be thought 
of as having’ three’facets: 

a THE PAST’ .2.. "Many -older- urban’ communitie 

ane their local governments are burdened with 


an unresolved backlog of unmet capital needs 


(1.) The Federation is comprised of some 350 directly 


affiliated municipal corporations -- cities, towns, 
villages, districts, townships, parishes, county 
and. metropolitan municipalities -- and the provincial 


unions or associations of municipalities in all provinces 
It embracesiiwithin its membership, either directly 

of indirectly, the total aggregate of urban govern- 

ments in Canada. 
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deriving from an earlier period, in some 
municipalities going back 30, 40 and even 
50 and more years .... To this has been 
added an accumulation of postponed local 
improvements, public works and deferred 
maintenance which piled up during the depressio 
and war years (1930-1945) .... There is the 
further factor that much of the existing 
municipal pliant and mechanical facilities 
are physically and technologically 
obsolescent. 
eee THE PRESENT .... Municipal governments 
are therefore confronted with this backlog 
of unmet requirements plus the pressing 
need for extendéd and modernized municipal 
plant and other community facilities necessitated 
by rapid urban growth and public demand for 
new and improved municipal services .... 
The redevelopment..of the older sections of 
cities and towns has become both an economic 
and functional necessity .... Since 1945 
there has been a substantial volume of 
municipal capital works and improvements, 
but it has been far short of the demonstrable 
need ce. The annual. municipal costs of these 
undertakings have pyramided the local debt 
burden to a disproportionately high percentage 
of the annual revenues available to municipal 
governments for all purposes. 


Be THE FUTURE .... Municipal governments 
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must also anticipate the continuing and 
foreseeable growth and development needs which 
inevitably every community must contend with ..]. 
The volume and nature of the foreseeable urban 
growth and re-development need within the 
next ten to twenty years will entail an 
outlay of social capital that will be beyond 
the debt-carrying capacity of municipal 
sovernments to afford within the framework 
oftheir present tax and revenue structure. 
(d) Municipal governments are aware of these 
needs: They are also aware of the crippling financial 
limitations which prevent or delay the carrying out 
of desirable and, in many :cases, urgent municipal 
improvements. While they are minded to get on with 
the job of making our cities and towns functionally 
more efficient as well as to provide those community 
amenities which we have come to associate with modern 
Standards of good urben living, their ability to do so 
is singularly dependent on a rigid taxation revenue 
base that severely limits major debt obligations much 
beyond that to which they are already committed. 
(e) The problem of the municipal taxation and 
revenue structure is a matter which the provincial 
governments will have to contend with, but the related 
problem of the borrowing requirements of municipal 
governments has implications which are nation-wide 
in nature and, in the view of the municipal governments, 
a national approach and national policy -- at least with 


respect to some aspects of the problem -- has become 
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a matter of considerable urgency. 

(f) In seeking remedial measures from the senior 
governments, municipalities are at a disadvantage as 

a result of the serious under-representation of urban 
voters in both federal and ranontd waste legislatures, 

The allocation of funds by senior governments for 

capital development projects reflects a built-in bias 
fadinst the requirements of the rapidly growing urban 
areas. The citizens of our urban communities must 
therefore not only provide much of the money for mral 
development projects of the federal. and provincial 
sovernments, but also carry the cost of their own 
municipal improvements and public works. 

(g) Municipal finance problems can be accentuated - 
and frequently are -- by the fiscal and monetary policies 
of the Federal Government. The more significant effects 
ean be listed as follows:~ 

Ly) Bhe over-riding dominance of the 
Federal Government in the long-term 
bond sacar ee means that municipalities 
have to compete for funds -- ata 
disadvantage -- in a limited market. 

Ce Federal action to restrict credit may 
mean a cut-back in capital spending for 
some municipal public works. For other 

vitally needed municipal undertakings 
it imposes a higher interest cost. 

S's The policies of the Federal Government 
in promoting private capital investment, 


such as housing and other federally- 
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facilitated developments, while of 
benefit to the economy as a whole, 
nonetheless place a burden upon the 
municipalities to provide the services 
required.by such undertakings which 
may» place.a strain on.the eredit of 
the municipality. 
(h) It is because of such considerations that 
the Federation -- on tehaaf of municipal governments -- 
places the following general summary of the municipal 
finance and related capital borrowing problems before 


the Royal Commission on Banking and Finance. 
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B. CONSTITUTIONAL BACKGROUND AND SYSTEM OF 


_MUNICIPAL GOVERNMENT IN CANADA 


(a) Under the British North America Act, the 
municipalities are the creations of the Provincial 
Governments. The several provinces,therefore, have 
complete jurisdiction and control over their respective 
organizations of municipal government ... The division 
of the constitutional powers, rights and privileges 
between the Federal and Provincial Governments, is 
contained principally in Sections 91-92-93 of the 
Act. 
Section 91 gives the Federal Government 
certain financial powers which have an indirect 
impact. on Provincial, and, thereby, Municipal 


Government Finance and Administration. 


Section 92 (Par. 3)establishes the authority 
of the Provincial Governments to create local 
governments and to delegate to them certain 
powers vested in the Provincial Governments 


by the B.N.A. Act. 


Section 93 gives provincial legislatures 
exclusive authority to make laws in relation 
to education, subject to certain safeguards 


for the rights of religious minorities. 


(b) Municipal government in every province of 
Canada existed in elementary form prior to Confederation. 
It is understandable, therefore, that the provision 


of the British North America Act that gave complete 
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jurisdiction over "municipal institutions" to the 
provinces has resulted, quite naturally, in dissimilarity 
in the organization of local government both within 
and.as between the several provinces. This. stems 

not only from.the difference in the beginnings of 
municipal governments and their subsequent independent 
growth in each province, and also from variations 

in requirements arising out of geographical and populatio 
differences. 

(c) The situation remains in a state of flux, 

with constant amendment of provincial Acts and municipal 
charters in the attempt to solve old problems and to 
meet. new ones. Just as the call for new and additional 
services has enlarged the scope of federal and provincial 
activities, the municipalities have had to assume 
responsibilities unheard of, or considered beyond their 
sphere of activity, a few decades ago. As a result, 
amendments to Provincial-Municipal Acts have varied 

from those enlarging the powers and the boundaries 

of municipalities, to those establishing closer 


provincial control and greater financial aid. 


C. SERVICES RENDERED BY MUNICIPAL 
GOVERNMENTS 
(a) Generally speaking, a municipality can be 
defined as being "an organization of citizens locally to 
provide for themselves collectively services which 
could not so well be proviced for themselves 
individually." 


(b) In the early days of local government, 
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municipal functions and services coincided pretty 

much with the express conditions of this definition. 
Demands for services were modest, dictated largely, 

if not wholly, by the local citizenry who were the sole 
users or beneficiaries, so to speak, and by and large 
the costs of these services were met out of purely 
iocal resources, 

(c) The situation today, however, is vastly 
different. The range of services provided by 
municipalities has been greated extended and, by their 
nature, are more costly “thanin an earlier period. 

In addition, certain present-day services are dictated 
not purely by local demand, but stem from Federal 
and/or Provincial action or authority. Moreover, the 
nature and extent of some municipal services and 
facilities are necessary because of “metropolitan” and 
"regional" user requirements. As a consequence, the 
benefits from certain services do not accrue solely 

to the local citizens of a community nor do they stop at 
its territorial boundartes. 

(d) For these and other reasons the municipalities 
have, over the years, become more and more dependent 
upon provineial governments for assistance in the form 
of grants, subsidies and contributions towards the cost 
of maintaining the expanding and increasing variety 

of municipal services. 

Service Functions 

(e) Municipal services today fall within seven 


broad functional categories, e.g.: 
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13 Protection to Persons and Property: 

Fire and police protection; law enforcement 
(Local Courts and contributions for joint 

civil or, criminal justice Courts;) corrective 
institutions (gaols, detention homes, reform 
institutions, etc.); protective inspection 
(building, eee celectrical, etc., 
inspection); street lighting; destruction 

of pests. 

oa Public Works: 

Streets and roads (including bridges, viaducts, 
expressways, Subways and tunnels, airports, 
ferries, grade crossing eliminations); sidewalks, 
waterways (dredging, deepening and widening 
non-navicable streams or rivers, etc.); 

snow and ice removal; drainage (other than 
sewers); urban renewal and re-development 
(slum clearance, shai housing, traffic 
improvements, etc.). 

oe Sanitation and Waste Removal: 

Storm and sanitary sewers; sewage treatment 
and disposal;street cleaning and flushing; 
garbage and waste collection and disposal. 

4, Health and Social Welfare: 

Health regulation and inspection; control 

of communicable diseases; maternal and child 
health; clinics and laboratories; medical, 
dental and allied services (including nursing 
and pharmaceuticals); hospital care (including 


grants); administration of aid to aged and 
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blind persons; and to unemployables and 
unemployed employables; mothers! allowances; 
child welfare; charitable and other welfare 
institutions. 
a Education: 
Elementary, secondary and technical or vocation 
al school education. 
6. Recreation and Community Services: 
Recreational services such as community 
centres, tennis courts and gold courses, swimming 
pools and beaches, skating rinks and arenas, 
amusement parks and playgrounds; and 
community services such as libraries, museums, 
art galleries, exhibitions and fairs, palaks , 
tourist camps, convention halls, civic 
theatres, local airports, off-street parking, 
local port facilities, and markets. 
ms Utility Services: 
Water, transportation, light and power. 
Overhead Services 
(f) Superimposed upon the foregoing are the 
“overhead” services, the Executive, Legislative and 
Administrative branches of municipal government, 
which do not in themselves represent a direct service 
to the public but rather a service to the various other 
departments so that they, in turn, may carry out the 
activities of their respective responsibilities as 
efficiently and economically as possible. These include 
the offices of elected representatives and appointed 


permanent officials and the ,general expenses for 
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D. SOURCES OF MUNICIPAL REVENUE 


Real and Other Property Taxes 


(a) The major part of municipal revenue is derived 
from the real property tax which is universally employed 
in all of the ten provinces. -In’five provinces, personal 
property is also taxed. The tax on “personal. property 
(such as household goods and effects, stocks or bonds, 
automobiles, machinery and other equipment), while 

used quite extensively in the early years of local 
government, has generally lost favour. It is difficult 
to administer and since it is also usually subject to 

a wide variety of exemptions, many inequities arise. 

The revenue yield from it is not relatively important. 
(b) In addition, larger municipalities (and some 
smaller ones) also have some form of a tax on business, 
over and above the real property tax. The business 

tax may be based. upon the value of real property or a 
proportion thereof or it may be otherwise independently 
calculated, such as on a value based on the number of 
square feet of floorspace occupied, rental value or 
gross sales or turn-over wolume of business. 

(c) Some cities, in two provinces, also tax 
"households" or "occupancy" of households based on either 
the real property value or the rental value of the 
premises occupied. It applies to both owners and 
tenants in some instances, and to tenants only in 


others. 


Other Taxes 


(d) In addition to the taxes based on property 


and other types of assessed valuations, other sources 
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of taxation  ~. employed by municipalities are: 
The Poll Tax:-- a capitation or head tax, levied usually 


Only on male inhabitants, but within prescribed 
limitations, although sometimes including females; 

the Amusement Tax -- a tax on admissions to certain 
prescribed forms of amusement; . and the Sales Tax -- 

a tax on.sales of goods. or commodities. 

(e) The municipal sales tax is employed only in two 
provinces and in.each instance the tax is administered 
and collected by. .the.Province. .The amusement tax.also 
is employed only in two provinces. In one province 

the tax is imposed by provincial statute but collected 
by the municipalities which retain part for their own 
use and the remainder is paid over to the province. 

The amusement tax is not an important source of municipal 
revenue. 

Miscellaneous Revenues 

(f) Other revenues of municipalities, aside from 
grants and subsidies from other governments, are derived 
from a variety of sources: Licenses and Permits 
prescribed mainly for the purpose of regulation and 
control, such as for professional and business 
activities, places of amusement, vehicles, animals, 
etec.; Rents, Concessions and Franchises and Service 
Charges, for the use or provision of public facilities; 
and revenues derived from the operation of various 

kinds of Recreational and Community Service activities. 
Municipal Utilities 

(g) Utility services such as for water, trans- 


portation, light and power, also constitute an important 
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municipal function, although (except for water) they 

are functions mainly in the larger urban communities. 
Utilities are usually operated ona seipadudeamine 
basis, the charges to the customer or user thereof being 
based (generally speaking) on the cost of operation, 

the utility plant and equipment, including overhead, 
depreciation and other fixed charges. There are 
instances, however, where this is not so, and also 
instances where the rates for utility services are 
intentionally fixed 'to yield a surplus for general 
municipal purposes. 

(h) Accordingly, only the net profit or loss 
arising from the operation of the utilities, to the 
extent that such may be permitted or determined by 

law, is reflected in most municipal budgets. 

Government Grants 

(1) Not the least important source of municipal 
revenue is in the form of government grants. These 

have been increased and extended in recent years and are 
now an established part of our system of municipal 
finance. In fact they constitute (in most, but not all 
orovinces) the second largest ores of municipal 
revenue. | 

(3) The nature and extent of present-day grants 
varies from province to province as also does the purpose 
for which the grants or contributions are made. Also, 
there is wide variation in the basis established for 
administering or determining the amount of grants to 

be paid in any year, such as grants based on assessment, 


per capita grants, shared-revenues, shared-costs of 
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services, per diem grants and grants-in-lieu of taxes. 
Exemptions and Tax Burden 

(k) The relative burden of municipal taxation 

as between provinces or municipalities may be affected 
by a number of factors, First, and probably the most 
important, is the extent and nature of exemptions from 
property or other taxes based on assessed valuations. 
These include the statutory exemptions of Government, 
Religious, Educational and Charitable Institutional 
property and that of private business or enterprise 
where such is wholly or partially exempted by statute 

in western provinces, 

(1) In addition, there are the exemptions arising 
from the granting of a "fixed assessment" or a "fixed 
tax", mainly to industry and housing projects; the 
right to assess property at only a fixed or stated 
percentage of full value which results in an exemption 
of the remaining portion; or those arising from 
authority to levy taxes on less than the gross assessment 
or on less than the maximum valuations which may be 
taxed, as the case may be. 

(m) These factors, therefore, affect the municipal 
tax base and also result in incomparabilities in the 
relative burden of taxation, depending on the basis of 
the assessment or the extent that the different 
jurisdictions tax the assessed valuations of real or 
other property, etc, Similarly, these same factors 
affect the comparability of "mill rates". 

(n) A further factor affecting the relative burden 


of municipal taxation in the several provinces is the 
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variation that exists in the distribution of 
responsibility for administering and maintaining 
services as between the separate ppovinces and their 
municipal governments, and also the amount and extent 
of provincial grants or subventions towards the cost 


of services administered by the municipalities. 
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BE, REVENUES OF IMUNICIPAL GOVERNITINTS AND TRENDS 


(a) The aggregate net revenues of municipal government (excluding gross 
debenture issues) increased in actual dollars from $294 million in 
1933 to ‘$1550 million in 1959.... The various sources of municipal 
revenues during this period were as follows: 


REVENUE YEARS 
SOURCES (MILL LON OF DOLLARS) 
9 939 951 ¢ 9 
Ae TAXATION 
INCOME TAXES 4 4 ~ = A 2 
GENERAL SALES - 5S \2 2 { 74 
OTHER SALES o - a 2 S 3 
REAL AND PERSONAL PROPERTY 231 243 ad 53] 860 1196 
OTHER TAXES 18 rs 29 10 o|OM ano 
TOTAL 253 i 216 20 es = LL 
B,. DIVERSE SOURCES 
PRIVILEGES, Licenses, PERMITS 5 df 9 13 20 5 
GOVERNMENT ENTERPRISES 6 10 16 2 35 45 
OTHER Loca REVENUES Ke) fea 34 8 nn) en OB: 
TOTAL —41 aa eee aoe 133 «©6128 
C, GRANT AND SUBSIDIES 
PROVINCIAL GOVERNMENTS we 5 if 24 ®2 9 
O. RECAP ITULATION 
Ae TAXATION 253 275 316 570 924 1281 
B,. OTHER THN TAXATION 4 42 59 90 133 178 
C. PROVINCIL SUBSIDIES, Etc. 5 he) wd 24 ‘ser * Sh 
TOTAL aot wae ame Wo Log LO 
Comment 


(b) The above table is in actual dollars and, therefore, does not re— 
flect the relative change in price levels during the period.... 

While there is no price deflator or index which can be satisfactorily 
applied to the municipal price sector, it is reasonable to assume 
that the purchasing power of a 1959 municipal dollar compared with 

a pre-war 1933 dollar was about 40 cents. 


(c) If we accept this estimate (some would argue it is greater and some 
would contend it is less), then the overall conclusion to be drawn 
from the above table is not that municipal purchasing power in- 
creased 500% between 1933 and 1939 


- from approximately $300 million to $1550 million - 
but, rather, the increase in relative purchasing power was about 100% 
- from $300 million to 40% of ‘$1550 million; or $620 million. 
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Bearing in mind the relative purchasing 


power of the pre-war and post-war municipal revenue dollar, 


the trends indicated by the above table can be summarized 


as follows: 


Be 


The major increase in revenue has been from 
the taxation of real and personal property: 
from $231 million in 1933 to $1196 million 

in 1959 .... As the table indicates, revenue 
from property taxation did not change 
materially during the depression and war years. 
The post-war program of new housing 
construction had its first impact on municipal 
revenues in 1946 and during subsequent years 
has been an increasing source of municipal 

tax income. New industrial, commercial and 
institutional construction has also added 

a large and growing volume of property tax 
revenue. In addition, most municipalities 

now re-assess property for tax purposes at 
recurrent periods and the higher assessed 
values are also taxed at a higher mill rate... 
The property tax continues to be the mainstay 
of municipal finance and over the period there 
has been no significant change in its relative 
importance. .In 1933, it accounted for approx- 
imately 78.5 per cent of the aggregate of 

all municipal revenues and, in 1959, it accounted 
for 77.1 per cent, a decline of 1.4 per. cent, 
A municipal income tax imposed by Montreal, 


Saint John and Moncton was discontinued in 1943 
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as a requirement of the Federal-Provincial 

Tax Rental Agreements. At the time it was 
discontinued, it was producing approximately 

$4 million annually. 

Municipal sales taxes were first imposed 

in the Montreal metropolitan area. 
Subsequently, other municipalities have resorte 
to their use but, mainly, in the Province of 
Quebec. In 1959, they produced an aggregate 
revenue of $77 million. 

There has been little change in other sources 
of municipal revenue such as privileges, 
licenses and other miscellaneous items. 
Municipally-owned utilities have produced 

small but growing surpluses. The only 
exceptions -- and these mainly since the end 

of the war -- have been local bus and transit 
systems. While some have shown modest Sberatin 
surpluses, most of them are marginally operated 
and a number have experienced recurrent annual 
det'Tertvs 

Some municipalities are now imposing service 
charges for such municipal services as sewers, 
snow removal, etc. However, the practice 

is not general although the trend is increasing 
The most significant new factor in the municipa 
revenue structure is the increasing extent 

to which provincial subsidies and grants have 


become a built-in feature. In 1939, provincial 
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grants and subsidies amounted to approximately 
$5 million. In the subsequent years such 
payments have continued to increase and in 


1959 they aggregated $91 million. 


F, THE BURDEN OF MUNICIPAL TAXATION 

(a) It has been suggested that municipal govern- 
ments are not fully utilizing the property tax as a means 
to increase local revenues. This view is not shared 

by municipal administrators who feel that, generally 
Speaking, property is now being taxed at a level beyond 
which it would be dangerous to go. 

(b) A recent study by Prof. Irving Jay Goffman (1) 
throws an interesting light on this question. The purpos 
of the study was "to estimate the amount of Canadian 
taxes paid by typical Canadian families at different 
income levels". In the aggregate, it was estimated 

that just over $6 billion in taxes was paid by Canadian 
persons to the three levels of government in 1957. Of 
this, about$4.2 billion went to the Federal Government, 
$831 million to the provinces and $903 million to 

local governments. 

(c) With respect to the municipal tax burden, 

Prof. Goffman's estimates are significant i...) By ‘using 
$4000 as the dividing line between "low" and “higher" 
incomes his study indicated that 25 per cent of the total 
tax collections of all governments came from the low 


(1) "The Burden of Canadian Taxation" by Irving Jay Goffman, 
published by the Canadian Tax Foundation, July 1962. 
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income tax-payers who constitute 57.5 per cent of the 
approximately 5 million taxpayer units covered by the 
Survey. By level of government this income group 
contributed 22.8 per cent of the federal revenues, 

25.8 per cent of the provincial revenues and 31.4 per cen 
of the funds raised by local governments .... from which 


it can be concluded that the lower income group have a 


greater relative importance to the fund raising activities 


of municipal governments than have the higher income 
groups. 

(d) The $4000 to $7000 “middle” income group 
accounted for 34.6 per cent of the aggregate of all taxes 
and by level of government they contributed 34.4 per 
cent of the federal revenues, 34.3 per cent of the 
provinclal ‘and S5v5S"per ‘cent municipal’ 2.0. 0° Taken 
together, the lower and middle income groups ($0 to 
$7000) accounted for 59.5 per cent of the aggregate 

of all taxes and by levels of government their 
contribution was 57.3 per cent federal, 60.0 per cent 
provincial and 69.6 per cent municipal. 

(e) Still using Prof. Goffman's estimates we find 
that the $7000 and over income group paid 40.5 per cent 
of the aggregate of all taxes. The percentage paid to 
each level of government by this income group was 

42.7 per cent federal, 40.0 per cent provincial and 
30.4 per cent municipal .... In effect, roughly 70 
per cent of all municipal taxes is collected from those 
with incomes of less than $7000. 

(f) Insofar as local property taxes are concerned 


this income group accounts for approximately 30 per cent 
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of the total tax paid which means that 70 per cent 

of the property tax -- which accounts for 93 per cent 

of all municipal tax revenues -- is paid by those with 
incomes less than $7000.... ‘Any significant increase 

in property taxation will, therefore, be highly 
concentrated in this group. 

(g) It is the contention of municipal 
administrators that the capacity of the "average" tax- 
payer to pay a higher property tax is extremely marginal. 
Consequently, most municipalities are reluctant to increage 
their revenues from this source much beyond those 
presently prevailing, except only insofar‘as such 
revenues are augmented through community growth. The 
problem is well illustrated by the graph on the following 
page. While it portrays the situation in the City 

of Vancouver it has equal applicability in most 
municipalities across the country. 

(hn) The graph, based on the years 1955 to 1962, 
compares the per capita increase in taxation with the 
ratepayer's ability to pay as reflected by the increase 
in weekly wages and salaries based on the industrial 
composite index.... The graph indicates that, for this 
period, total property taxation for general and school 
purposes has risen at a greater rate than have the 
earnings of the average taxpayer. If this disparity 

of increase continues, it is obvious that a point in 
time will soon be reached when municipalities cannot 
further increase property taxes beyond the level they 
have already reached. For many taxpayers in most 


municipalities this point in time has already been reached. 
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G. EXPENDITURES OF MUNICIPAL GOVERNMENTS 
AND TRENDS 


(a) The aggregate net general expenditures of 
municipal governments, including capital expenditures, 
increased in actual dollars from $303 million in 1933 
to $1353 million in 1959. The purposes of these 


expenditures (by major function) were as follows: 


Ma jor Years 
Functions Millions of Dollars 


BOSS . (TOSSES EG EN VOS a 56 - 11959 


Health ee 16 roid Ay 70 68 
Social Welfare 42 35 39 25 34 38 
Education fu 87 118 203° HHO 655 


Transportation and 
Communications 27 28 67 123 226 346 


Debt Charges, 

Excluding Debt 

Retirement 60 52 32 36 67 118 
General Government (A) (A) (A) » 55,101 129 


Protection: 
Persons & Property, (A) erG(A) doA)i 02n W566 24eere 


asher 82 88 114 122 
Total 308 306 391 787 hes) 1853 


(A) Included in "other" expenditures. 


(b) Bearing in mind the relative purchasing power 

of the pre-war and post-war municipal dollar, the 

aggregate volume of municipal expenditures -- valuewise - 

increased about 250 per cent. The expenditure trends -- 

in actual dollars -- can be summarized as follows: 

i The most striking increase has been in 
education costs. In 1983, they amounted to 


$77 million and, by 1946, had reached $118 
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million. In the subsequent post-war years 

they have mounted steadily. By 1951, they 

had risen to $283 million and, in 1959, to 
$658 million; or approximately one-third of 
eid Hazrepave of municipal expenditures for 
all purposes.... (In many municipalities 
school costs now absorb as much as’ 50 per cent 
and 60 per cent of tle total municipal tax 
revenue doliar). 

Expenditures on transportation and 
communications (mainly streets and highways) 
were at.a low ebb during the depression years 
and, for the most part, were for annual street 
maintenance.... A program of new road 
construction got underway during the post-war 
years and between 1946 and 1951 the annual 
expenditures increased from $118 million to 
$283 million. Between 1956 and 1959 the annual 
increase was from $226 million to $346 million. 
Health costs have risen steadily but moderately 
during the period. In 1933, they amounted 

to $15 million and, in 1959, to $68 million. 
sent Welfare costs declined during the 
period from $42 million in 1933 to $38 

million in 1959. The decline in municipal 
social welfare costs is a reflection of the 
fact that many of the welfare costs for which 
municipalities were responsible during the 
pre-war years (unemployment relief, etc.) have 


now been assumed, in large part, by the 
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federal. and provincial governments. 
Annual Debt charges (excluding debt retirement 
declined from $60 million in 1933 to $32 millio 
in 1946. This period covered the depression 
and war years and, during these years, municipa 
capital borrowing virtually came to a halt. 
It was not until after the Korean war that 
municipal governments were in a position 
to undertake any substantial new capital 
improvements. Since that time there has been 
a progressive program of municipal capital 
works which accounts for the annual increase 
in debt charges from $36 million in 1951 


to $118 million in 1959. 
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H. FACTORS AFFECTING MUNICIPAL 
BORROWING 


(a) In 1933, total municipal bonds outstanding 
reached a pre-war high of about $1.2 billion (net, a leve 
which was not exceeded until 1951. By the end of 1961, 
the comparable total was $4.5 billion, excluding sinking 
fund investments but including municipal issues guarantee 
or bought by the provinces. The following table shows 
the rise of municipal debt over the period 1933-61, with 
the aggregate divided between urban and rural areas. 
OUTSTANDING MUNICIPAL BONDED DEBT 


(1) 


INCLUDING PROVINCIAL GUARANTEES _ 


selected Years 
($ Millions) 
1933 1939 1946 LOS 1956 
Schools (Gross) $ 234 $ 209 $181 $ 313 $ 808 


Highway (Gross) 307 256 160 226 386 


Other 

Utilities 

(Gross) HOT 521 4O5 496 756). 
Gross Items 1038 986 TA5 1035 1950 
Less: 

Sinking Funds 157 196 124, 99 91 


SS ENT SEED 


Above Items (Net) 881 790 622 936. 1859 


Public Utilities 


(Net) 297 238 165 313 619 
Guaranteed (Net) 64 55 46 52 135 
Direct and 
Guaranteed Bonded 
Debt (Net) 1242 1082 SOS L300 ea 

(2) 43) 


Of Which Urban - 1171 1028 796 1169 2839 
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NOTES: 1. Ineludes provincially guaranteed municipal 
and school bonds and loansto municipalitie 
from provincial funds provided for that 
purpose, 

as The division between urban and rural was 
changed in 1956 and the figures for that 
and following years are not comparable 
to earlier years. 

3 Includes all cities, towns, villages and 
all other municipalities in metropolitan 
and major urban areas as defined in Census 
of Canada 1956. 


SOURCE: Bank of Canada Statistical Summary 
Supplements 1954, 1960 and 1961. 


(b) Virtually all municipal governments have 
need to borrow funds either (a) to tide them over a 
period -- generally of short duration -- when their own 
resources are at low ebb or (b) for the purpose of 
financing local improvements or other capital works. 
For the latter purposes, there are two major categories 
of municipal borrowers; 
Pe The municipalities -- mainly the small 
ones -- which rarely go to the market.... 
This type of municipality is likely to experien¢e 
difficulty in marketing its debentures. The 
fact that it seldom goes to the market ought 
to be in its favour. But since it is unknown 
and because it is not a regular borrower 
it may have to pay a higher interest rate than 
a comparable but better known municipality 
having an established rating. 
= The municipalities -- mainly the larger 
ones -=- which go the market frequently.... 


This type of municipality has a heavy 
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investment in construction and engineering 
staff to maintain a continuing program of 
local improvements and other needed works 
projects. It must therefore be assured of a 
continued flow of credit, both short and 
long-term. To this type of community, which 
is usually a growing one, an adequate supply 
of credit is. almost as important as its. ability 
to tax. 

(a) Insofar as short-term municipal borrowing 

iS concerned it is generally for one of two purposes: 
ue To meet the costs of current municipal 
expenditures during a period prior to the 
replenishment of municipal funds through the 
payment of local taxes or of other assured 
municipal revenues (e.g. government grants 
and subsidies). 
a To finance the interim costs of local 
improvements and other capital works projects 
pending arrangements being made for their 
long-term financing. 

(d) Insofar as long-term municipal borrowing is 

concerned, it is resorted to in order to finance, those 

major capital expenditures which cannot be met in their 

entirety from the foreseeable short-term revenues of 

municipal governments and which, therefore, require 

to be financed by borrowing long-term funds repayable 

either (a) by serial debenture repayments over an 

extended period of years or (b) in their entirety at 


a fixed future date. 
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1} (e) There is no set of rigid rules whereby a 
2) municipal government determines its borrowing policy. 
3| but, in general, it is guided by the following 


41 considerations: 


5 Le The cost of short-life capital assets 

6 (e.g. automotive, accounting and office 

7 equipment, parks and playgrounds accessories, 
8 etc.) are generally absorbed in the current 

9 budget and paid for in their entirety from 

10 current revenues. Generally they’ are not 

11 financed by capital borrowing. 

12 me The limits prescribed by- some provinces 
13 for municipal borrowing and the rule-of-thumb 
14 standards used by the market for judging the 
15 credit worthiness and debt-carrying capacity 
16 of°a municipality.... for example, 20 per cent 
17 of the assessed value of taxable property, or 


the existing per capita debt. There is a 
growing feeling among investors as well as 
municipal finance officers that there are other 
factors which are of equal or even greater 
Significance in evaluating the credit risk or 
strength of a municipality. (See paragraphs 
(PT) "to" (nm). 

bate Revenue-producing capital works projects 
which provide a desirable or needed service 
may receive prior consideration for early 
completion (and, therefore, for capital funds). 
A, As a general practice, municipal 


governments avoid long-term bank borrowing.... 
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Short-term bank borrowings (as previously 
indicated) are generally (a) in anticipation 
of tax or other payments due to the municipalit 
or (b) in anticipation of completing arrange- 
ments to float a long-term debenture loan. 

cw The timing of bond issues is an important 
factor in municipal capital. borrowing. The 
main endeavour is to reach.the market at a 
time when iiuterest rates and other market 
considerations are most. favourable. Pressures 
arising from high interest rates and tight 
money may temporarily defer borrowing in 


whole or in part. 


Municipal Debt Limitation 
(f) The matter of municipal debt limitations 
has;,been under expert study in the United States by 
the Federal-appointed Advisory Commission for inter- 
governmental Relations. In one of its recent reports 
("State Constitutional and Statutory Restrictions on 
Local Government Debt") the Commission expressed concern 
with respect to the Spalastictta and restrictive nature 
of most State laws and regulations pertaining to municipa 
borrowing and the observation was made that, unless 
such regulations are drastically revised, the functional 
and political independence of local governments is in 
danger of being stifled and the aides darieeaoe growth 
of the nation's communities seriously thwarted. 
(g) In its report, the Commission affirms that 


the individual States have a legitimate and proper 
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concern with tle borrowing practices and powers of 

local governments subject to their jurisdiction. It 
questions, however, the means employed to implement 

their supervisory power and it makes the observation 

that the main body of State laws with respect to 
municipal debt limitation is "a fabric of patches" 
conceived in expediency and with little regard for the 
vast changing needs of most communities. 

(h) The Commission found that "no single formula 
now in effect appears to provide a reasonable and equit- 
able measure of ‘safe! debt carrying capacity of 
individual local governments".... It deplores the 
widespread adherence to a State-imposed limit on local 
indebtedness, predicated on a percentage of the local 
property. tax base, as an anachronism that has persisted 
too long and is today rife with more weaknesses than 

ever before.... Similarly, it finds little merit in 

a formula which is based on the concept of a dollar 
amount per capita -- if only because this, too, is 

sadly out of date and fails to take into account the almost 
insurmountable difficulties entailed in matching population 
figures with money needs, particularly at times when 
money is actually needed. 

(i) Moreover, the Commission found that using 

such formulae, as measuring a community's economic 
capacity in terms of the personal.income of its residents 
or even setting a ratio of borrowing to a government's 
total current revenue, as too restrictive simply because 
neither takes into account that the capacity to repay 


may be greatly enlarged or greatly diminished in any 
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community almost over night. 

(3) Instead, the Commission urges that the States 
seek a new formula, perhaps a modification of some of 
the better elements of those now in use, but, certainly, 
anew one which will realistically meet the requirements 
both of the present and the foreseeable future. 

(x) As a step in that direction, the Commission 
eects that the States rid themselves of statutory 
restrictions on the borrowing power of their subordinate 
communities.... “These restrictions handicap self-reliande 
of local communities and governments", in states, and impel 
them towards increased dependence on State and Federal 
resources.... "In many States, present provisions have 
contributed to complexity and deviousness in local debt 
operations”, and it adds, “action to remedy this sorry 
situation is both urgent and necessary." 

(1) The Commission was of the view that local 
governments should be granted maximum powers to manage 
their own debt problems with the role of the State, being 
"to facilitate -- rather than hamper -- the intelligent 
choice among suitable alternative forms of borrowing 

by the local governments concerned." 

(m) In effect, after carefully studying the whole 
problem of municipal debt in the United States, the 
Commission has said, “let those who have been chosen 

to govern, govern -- and that function of governing 
includes, among other things, the exercise of good 
judgment in borrowing." 

(n) In the view of the Federation this report 


of the Advisory Commission for Intergovernmental Relation 


} 


We P 


to omoe to anotidsotiipom s. aqsdteq _siumro% wom 8 ese 
| .ulntatres «dud eau ak won epedd Io etnemede wedded odd 
| etnomertuper ect toon yLisottatises LLiw dotdw eno wea s 
f siudut sidsosestel end. bas tuszerg ont to diod 


SY 
i 


f colastmmod odd. ,noldoettb ded af gete 8 BA 6.) >. (a) 
yrodudgste to eevisemend bir estate od? tedt piesadnl 
| sosatbrodwe sted to tewog aniworted ers no eo tte fides 
Se lan cate. - elena erottoiutesr seott™. 0... eetd iaummnooe 
= bis ,a~stsdea at ."édnemnvrevos bane eettinummos [soof ‘to 

fexobet bas edade no sonobaeqeb beasetont abrswod merit 


ever anotetvorq tusee to .2a¢ed2 ynem al” 0... 890utoees 


| tdeb Isoof ak atemevotveb bas ytixetgqmos ot bedudistaos 
yrree eidd ybemsx ot sottos" .ebbe t£ brie .“anottsrade 
" .“wBasoosn bus drogiuy ddvod ek aneitisuttra 


it) 


enstism of eTrewogq mumixsar bedmsaxtg od DLyuode atnomarsvog 


fsool ged? woetv ond to esw nolesiimod) sat 


| gaied etste edd. to eloxw sdi diiw amoldorg. ¢deb wo attedd 
tnegiiiedat eit ~~ voqmer osdd seddsi -- odsdif{ftost os" 

gitwoiurod to amuol ovitsaietis eidstive snoms..solodo 
LIsool edd yd 


(ot) 


feqiotnum to moefdorg 


" benisomeo atirommtesvoy 


sfodw end eniybsuda ethetinas xedits ,toeltte al 
edd ,aetede betiniy sdt mt tdeb 

nesons need svsi odw seodt ter" .bise esd noteetmmod 
bay giinreveg to noktornut edt bis << oteveg ~atsvog of 
boog to setorexs ond .agnidd teddo ghoms (eebufont 
ey é at ' "ontworrod at trongbut 


wei 


tnoldslof I[sdnsmaxsvegresal vO? moleetmmod yroetvbA sid 6 


_ drogen etdd mottsrebst odd té wetv sds at” 


idgin reve teomls yioavmmoo [I 
ar, 
ey Jaded is 3 


=" 


Nethercut & Young -A38 rg 


Terente, Ontaric 


(U.S.) has equal applicability to the Canadian situation 
insofar as municipal debt limitations are concerned. 
Because of this the report should commend itself to 
the Royal Commission as well as to provincial regulatory 


authorities, bond buyers and dealers. 
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I. SOURCES OF BORROWED FUNDS 
Borrowing in the Short-term Market 
(a) Municipal governments, in the aggregate, 
ae prime customers of the chartered banks. Their curren 
annual revenues, now running in excess of $1.5 billion, 
flow through banking channels and most of their short- 
term credit needs are arranged, in one form or another, 
through their local bank. Municipalities are mindful 
of the importance of maintaining good banking 
relationships and most of them have established for 
themselves a high credit rating. They are large depositors 
and large bank borrowers. 
(b) As a depositor, it is the general routine 
for a municipality to deposit its day-by-day tax and 
other revenues in the bank (or banks) in which it has 
an account. These deposits are usually placed in the 
municipality's current account pending the transfer 
of any unneeded surplus into short-term interest-earning 
investments. The remaining credit balance (needed to 
meet the impending expenditure requirements of the munici 
pality) is not subject to bank interest earnings. Credit 
balances are frequently of a substantial nature. (Some 
large municipalities apply their credit balances against 
outstanding bank loans for the purpose of calculating 
interest payable to the bank.) 
(c) Most chartered banks buy short-term issues 
of municipal debentures, particularly from municipalities 
who are depositors of the bank. 
(da) As short-term borrowers, municipalities have 


three basic needs. They are: 
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(1) Short-term loans in anticipation of 


tax payments or other assured pending payments 
(government grants, etc.). 5 Such loans are 
generally substantial and may be for a period 
of several months. 

(2) For recurrent but relatively short periods 
(generally from a few days to a week or so) 
when current expenditures are temporarily | 

in excess or their current bank balance. 


(3) For expenditures on capital works 


projects pending an appropriate timing for 

the issue and sale of long-term debentures 

on the bond market. 
(e) Interest on such loans is usually at the prime 
bank rate which for some time has been 53 per cent but 
which was raised recently to 6 per cent. 
(f) Municipal officials feel that these rates are 
excessive for tax anticipation and other such well- 
secured short-term loans.. They claim that the 
established high credit rating of most municipalities 
Warrants a substantially lower rate. The contention 
of the District of Burnaby on this subject in its 
Submission to the Royal Commission would be endorsed 
by municipalities throughout Canada. 
(g) The continuing high prime rate on short-term 
bank loans has been a factor in diverting municipalities 
to the money market for short-term financing and 


(4) 


substantial borrowing from this source oceurred in 1962. 
(a) In the spring of 1962 there were a number of issues 
of municipal paper sold privately at a discount, bearing 
coupons of 2 per cent, maturing in two to four months, an 
costing the municipalities 2.83 per cent to 3.65 per cent 
All were issued by municipalities having a population in 
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The experience of the City of Winnipeg is indicative 
(>) 


of the trend in other large municipalities, Winnipeg 
commenced issuing its own paper for short-term borrowings 
early in 1962. Notes were issued for periods ranging 
from fourteen up to sixty-one days. As of mid-August, 
the total of such borrowings in 1962 amounted to $6.5 
million for an average term of about thirty-three days. 
The average interest cost to the City of these borrowings 
was about 2-3/8 per cent below the bank rate for borrowin 
by way of overdraft. 

(h) It is likely that the larger municipalities 
will resort increasingly to the money market for their 
short-term borrowing pequirements, For other 
municipalities, a government-sponsored municipal loan 
corporation (or some equivalent body) could well satisfy 
municipal needs for seasonal loans gs low rates of 
interest. The corporation could issue its own paper, 

or finance out of pooled municipal deposits or other 
funds obtained from the sale of longer Avell issues, 

(i) The recent decision of Canadian banks to 
discontinue short-term lending by way of overdraft 

and to revert to providing credit exclusively by promissory 
note is pyiaeepl with some concern. The effect of this 
decision will be to further increase the cost of bank 
borrowings to municipalities. The municipalities feel 
strongly that the decision of the banks has been made 


without fully recognizing the essential differences 


between private, corporate and municipal borrowings. 
(b) Other municipalities issuing their own paper in 


1962 included; Metropolitan Corporation of Toronto, Hamilto: 
Ottawa, Brantford, Vancouver, District of Burnaby, Greate 
Vancouver Water District, Greater Vancouver Sewarage 

and Drainage District. 
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1| The policy provides for no distinction being made 

2| either on the basis of the impact of costs to the banks 

4 for different types of borrowers or the evaluation 

4) of the credit risk involved. 

5 (3) The municipalities are long-established borrowers 
6 from the banks and the banks cannot claim that they do no 


% know of their probable credit requirements; nor are they 


gi unaware of the consistently high record of municipal 

9 governments in fully Gischarging their bank credit 

10| obligations. Generally, municipalities supply their bank 
11 with a forecase of their credit requirements, usually 

12 before or at the beginning of each quarter of the year, 
13|| and it is common practice at the end of each month 

14 for most municipalities to provide their bank (or banks) 
15 with a statement showing the actual banking position 

16| Of the municipality in relation to the credit forecast. 
17|| The banks have no better "credit" customers than the 

18 municipal governments. 

19 Long-term Borrowing 

a0 (*) The most common instrument of financing 

is the serial bond, although the largest cities, and 

a number of smaller Quebec municipalities, sell term 
issues, The chief characteristic of serials is that 

the capital is repaid annually in instalments; the 
average period for which the initial debt is outstanding 
in a twenty-year serial issue is not much over ten years. 
Many economists argue that the municipalities are subjecting 
themselves to unnecessary strain in trying to finance 
projects with a life of twenty-five to fifty years 


on such a relatively short-term basis. The period over 
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Which serial bonds are repayable has increased somewhat 
lately and the average term has also been increased 
by the device of making the final instalment much 
larger than the others, but the serial bond remains 
a relatively short-term borrowing instrument. 
(1) Serial bonds have been criticized by some 
investment dealers and institutional muyera. The chier 
criticism is the lack of marketability and liquidity 
of these bonds, both in new underwritings and in the 
secondary markets, which tend to hinder their sale to 
those institutions which are interested in bonds that 
can be readily sold if the market conditions change; 
and, since the number of institutional investment manager 
who take a trading view of bonds may be growing, the 

. market for serial municipals may tend to contract. 
It is held, too, that the somewhat untidy form of serial 
issues makes them an unattractive investment. Not only 
are more actual certificates involved, but the aggregate 
investment is divided into small pieces and the annual 
repayment creates reinvestment problems. 
(m) The view of municipalities about serial bonds 
has been influenced by the undrecvunate experiences 
with sinking fund bonds and management during the 
'thirties'. There is legitimate concern about the 
ability of many municipalities to manage their sinking 
funds properly and some provinces set such stringent 
regulations about the handling of sinking fund money 
that municipalities find it difficult to meet the 
conditions, For small municipalities the sinking fund 


approach to financing is almost impossible because of 


| Ps 7 ¥ oO bc 
ae 


Bw" imag’y 


| Sscwemoe icenendane® esd dauncnane: ‘ets abaod Lets 


~ peasorront need Gals est mst sgeteve. one brs apie | 


ne 


oss dnomisdant [shit odd gnbtent to sotveb sdd° 2 | 


a a. ees 
7 me @ 


antsmet baod Istiee sd dud ,ereddo odd asdt tos1el 
i he teareaete qattowse bande tints vlevitelet s 
Z - emoa yd bes fottiito ‘need event ebnod fsitse ~ i€E} 
bicaeenite edt .eneyud Isnoliudtvent bas etolseb Jasmeasvat 


yviibivptl pas ydilidedexiem to Wost edd ei matoldino 


& 
| odd of bas agaidiuwiebay wea at déod .abnod seed?.io |e 
cy ot eise utledt t63ebaid.od obmed dotdw.,adexxsm Yyisbme0s2 ja, 


dedi abaod mi bedaeietat seus daoidw enmoldusidanat.sagds rh 
sesunsnio aneitibaes tgexiem ond If bloe yiibsei sd. aso ey 
PLOGRASE tasmteaoval Lenoijuditeatl to tedmva edd somia ,. bas ley 


edd .gniwotg sd yem: abnod te wetv gatbsid s eased ocw ip 


Jostdiaen ot baet ¢sm eleqtoinum Ietrea xot texdtsa Wet 

fsitse to artot eprend sedwoemoe odd gedd .ood-,.bisd al ¢I jal 

| tere SOU ,tremteoval evitosiiisny as mecdd eens geveat | Vt 
sisgousgs edd dud .bevioval eetaotitssss Isutos sirom°’sts | 8f 


Isuans edt bas asostag IlLseme otal bebivib at somieovnt Qf 
.emoldetq tnemiesvatst estsots tasmysqst los 

abaed Istrs2 tuods estilisqtoinvm to wetv sat oS (it) | 
asoneiteqxs stsagsiiotay oft yd beoneut ini mesd asd ss 
edt gntisb tnemegsasm bas ebmod bawt gatinte diiw | ge 
ead tyeds atsonoo etsmisigel ai .evedT <;'aelinidd' ne 


gattate utedd sgsasm ot eslilisqlotaum ynsem to yililids 


Jasgninge dove doa esonivorg smoe bas ylueqoiq abnyt 

'  yenom baut gainate to gailoasd srt.tuods ascii iaada 
.edt teem,od diuolttio gi batt aeLsiitsqitotaum, tad? 

| bat satdate srivoasitit{sqtotasa i{smea 10%" vaneze anand 


‘to sausoed eldtesogme vaomis el gatoasatt: ot do 


Nethercut & Young | - A Au ‘ 


Terente, Ontaric 

lack of the necessary financial management skills, 
Finally, serial bonds are the almost universal form of 
state and local debt instrument in the United States, 
and many Canadian municipal serial bonds find a market 
in that country. 

(n) The obstacle to sinking fund issues might 

be overcome, for small or other municipalities, by 

the establishment of a apd apa pegt Sinking fund 


into which municipalities would pay their annual 


instalments. 
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J. FACTORS WHICH DETERMINE THE AMOUNTS, 
MATURITY AND TIMING OF SECURITY ISSUES 


(1) The influence on municipal financing of federal 
and other government activity. 

(a) In their approach to the bond market 
the municipalities (and the provinces) are in a different 
position from that of the Federal Government. Although 
the rates set by the market are essentially derived 
from the tightness or ease of credit conditions in the 
economy, the federal authorities can affect these 
conditions materially and can, to a considerable extent, 
manage the climate in which their borrowing is done. 
In contrast, other levels of government have little 
to say about the conditions under which they borrow 
apart from deciding to accelerate or postpone their 
borrowing for a brief period, or to borrow in the United 
States if that market is open to them. 

(b) The inability of the municipalities 
to do eg iae about the market, in contrast to the dominant 
position of the Federal Government in it, is a disability 
of some consequence. During the period of the 1958 
Conversion Loan and its aftermath municipalities took 
their capital where they could find it and paid whatever 
price they had to to get it. They increased their 
borrowing in the U.S. market substantially and, while 
this provided some escape from the. high interest rates 
and difficult market conditions prevailing in Canada, the 
escape was bought at the risk of future exchange losses 
on interest and capital requirements. 


(c) Borrowing by Canadian municipalities 


in the U.S.A. decreased greatly in 1960 and 1961. 
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This was due in part to their growing awareness of the 
dangers. inherent in debt payable in a foreign currency 
and, in part, to the withholding tax on U.S. pay issues 
imposed in December, 1960/ A further factor was the 
improved market conditions in Canada which made borrow- 
ing easier. The June 1961 budget contributed to this aeet 
in particular, the decision of the federal authorities 
to concentrate their borrowing in the short end and 

to use the purchase fund to support the long-term Canada 
market. However, the crisis in May and June 1962, and 
the federal reversion to long-term borrowing in July 
1962 certainly affected adversely the attractiveness 

of the Canadian market for other borrowers. 

(d) The influence of the Federal Government 
on the bond market, stems in part from its close relation 
ship with the Bank of Canada. In its open market 
operations the Bank deals only in Government of 
Canada bonds.... The Bank of Canada Act, however, 
allows the Bank to buy and sell provincial securities 
and to make advances to chartered banks against the 
pledge of municipal bonds. 

(e) The Federal Government has a larger 
arsenal of borrowing instruments to choose from than 
most borrowers, and municipalities have even fewer 
alternatives than the provinces to which they are 
subordinate. Their borrowing is mainly in the form of 
serial bonds, although some of the larger municipalities 
sell sinking fund term bonds maturing in about twenty 
to twenty-five years. As previously mentioned, there is 


a growing municipal trend towards using the resources 
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of the short-term market by the sale of short-term 
notes. This is a form of instrument which only the 
larger municipalities are likely to be able to use 
effectively. Similarly, the U.S. market tends to be 
limited to the better known names and centres of larger 
population. However, the imposition of a withholding 
tax of 15 per cent in the December 1960 budget on 
foreign pay Canadian securities has made that market 
more expensive for Canadian borrowers. 

(f) Any large scale provincial operation 
in the bond market has‘a definite effect upon the 
borrowing of municipal governments. The coupon rate 
decided upon by the ‘provincial issues, the amount of 
the borrowing, whether it is a long or short-term 
Security, and the length of the time which the public 
takes to absorb the issue, are factors which a 
municipality must take into account when considering 
the timing, terms and amount for its own debenture issue. 

(g) It is more than coincidence that a flood 
of municipal issues tend to appear in the wake of a 
federal or provincial issue. But this is not the only 
reason why municipal issues seem to flock to the market 
together. Aa one municipal finance officer puts it: 
Timing is also largely a selling expedient and is influenced 
by such factors as (a) year-end inventory taking; (b) seagona 
doldrums; (c') summer holidays; and other conditions. 
C2) Views as to the appropriate maturity structure 
of municipal debt and the merits of lengthening the 
average term of debt- in view of the durability of certain 


municipal capital assets. 
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(h) Opinion is divided among municipal 
administrators regarding the wisdom of lengthening 
the term of municipal borrowing for long-life municipal 
projects beyond the general practice of 20 years. 

Some feel that it would be difficult to market 30 to 
4QO year maturities. 

(i) While the difference in annual cost 
between a 2O and 40 year amortization period is relativel 
small (about 2 per cent), nonetheless, the total cost 
of a 40 year amortization is about 23 times the amount 
borrowed compared to 12 times for a 20 year amortization. 

(j) Some hold the extreme view that 
municipalities should strive to shorten their debt 
maturities to a maximum of 10 or even 5 years. Among 
this group are those who hold that, in principle, every 
generation should live with and finance its own problems 
and needs. They argue that in this changing world there 
will be plenty of things for the next generation to 
take care of and they should not be prevented from 
doing so by a handicap of an old and undischarged debt. 

(k) By contrast, there is a strong and growing 
feeling that costly municipal undertakings destined to 
serve the needs of several generations to come ought 
properly to be so financed that the burden of their 
costs is spread over a reasonable period beyond the 
present practice of from 10 to 20 years. 

(1) In some municipalities where issues 
have been permitted to run from 15 to 40 years, the 40 year 
issues have been arranged on a 20 year term with provisio 


for refunding at that maturity for a further 20 years. 
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This practice of permissible interim refunding may be 
justifiable when average interest rates prevail; 

but when borrowing requirements in the capital market 
reach the stage where an issue of debentures is needed 
once a year -- or oftener -- the refunding provision 

may ultimately result in some congestion if refunding 
has to be carried out at a time when annual requirements 


for new money are high. 
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1 K. METHODS OF ISSUE AND RELATIONSHIP TO 
THE INVESTMENT DEALER 

: (a) Municipalities sell their bonds by competitive 
. tender or at a negotiated price through a fiscal agent, 
. depending upon circumstances. The laneeee municipalities 
: believe that they are almost forces by the size of their 
; iasues to use the agency approach since Wide distribution 
of the securities requires a very large group of dealers. 
‘ Other municipalities have stayed with competitive 
i bidding, but the over-all trend has been in the direction 

of more fiscal agencies. A third approach has evolved 
iz which is a combination of the other two. A municipality 
: can let it be known that it is considering a private 
placement of modest size and it invites subject bids 
y for the whole issue from a few dealers with whom it 
a has been negotiating. The dealers are given enough 
time to search out a few buyers who might be prepared 
2 to take all or most of the issue at a certain price, 
yi providing that the dealer is awarded the issue igs 
r municipality. This system might be called “competitive 
a private placement"; it is advantageous for both issuer 
a and buyer because it is flexible and reduces under- 
22 

writing costs. 
23 | 

(b) There are strong arguments in favour of 
jf competition tains The bonds sell at the best price 
26 the market will pay. The danger is that if the bidders 
, are too competitive the price may be pushed up to an 
: reecasoaeis level, resulting in a high priced issue 
a that is difficult to sell and may be damaging to the 
, future credit of the borrower. Moreover, no underwriter 


is permanently interested in the continuing saleability 
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of the borrower's issues and aftermarkets may suffer 

as a result. A fiscal agent can provide’ continuous 
advice on timing and methods of issuing bonds and, 

in general, be a consultant on financial matters. The 
fiscal agent may not pay quite as high a price as the 
issuer could obtain by calling for tenders, but he is 
likely to market the bonds in a more orderly fashion 

and will usually try to maintain active markets in the 
issuer's bonds. This nelps to ensure that future issues 
can. be, sold, at. reasonable prices, and. rates....On_the.,, 
other hand, bad judgment on the part of the fiscal agent 
can be as damaging to the issuer's credit as an over- 
priced issue following a tender. 

(c) The general practice in Canada is to pre- 
determine the coupon rate before marketing the issue. 
Tender is only on the price. The general practice 

in the U.S.A. is to leave the coupon rate open and 

let the bidders tender on the basis of the coupon rate 
and the price. Municipal bonds in the U.S.A. must 


be sold. by competitive. tender. 


L. THE MARKET FOR MUNICIPAL BONDS 
(a) The market for Canadian municipal bonds is 
largely institutional, although in some areas there is 
a good retail demand for local issuers. There are three 
principal categories of institutional buyers, not 
necessarily in the following order of importance: 


(1). The chartered banks. 
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(2) Other Canadian institutions and 
corporations, including life insurance 
companies, trust and loan companies, 
pension funds, mutual funds, credit 
unions. 
(3) Institutions in the United States and 
overseas, 
(b) At the end of 1960 it was estimated by the 
Bank of Canada that about 75 per cent of outstanding 
municipal bonds wereheld by institutional and government 
accounts, a third of which were held by non-residents 
(23 per cent), almost all of whom were believed to be 
institutional holders. Banks, trust companies and credit 
unions (caisses populaires in Quebec) are the important 
institutional buyers of the shorter maturities and 
insurance and pension funds, both Canadian and American, 
of the longs. Between 1956 and 1960, approximately 27 
per cent of the new issues of municipal bonds were 
payable in U.S. dollars or other foreign currencies, 
although before 1955 the proportion was much smaller. 
Since 1960, there has been a sharp decline in U.S. 
borrowing for a number of reasons which included 
official statements as to the dangers of heavy foreign 
commitment, the re-imposition of withholding taxes in 
the 19600 baby budget, relatively easier money conditions 
in 1961 and early 1962 and, until the June 1962 
austerity crisis, a narrowing of the gap between 
Canadian and U.S. interest rates. 
(c) In addition, any list of provincial and 


municipal bond buyers must include the sinking fund and 
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Similar purchase funds of governments which are 
continually buying in or redeeming outstanding issues. 
These funds. in their. operations are not precisely 
comparable to ordinary buyers. Their purchases, however, 
have important market effects. 

(d) Another group of buyers, in a somewhat 

Similar category, are the investment dealers themselves 
who collectively at any one time will be increasing 
or. decreasing their inventory of bonds. In respect 

of municipal bonds, however, their inventory accumulation 
has been largely involuntary. 
(e) Most municipal finance administrators -- 
at any rate of the larger cities -- try to maintain 
a close relationship with institutional bond buyers. 
They recognize and appreciate that, in the aggregate, 
they constitute tne largest group of investors in 
municipal bonds and that it is important that they 
be kept well informed with respect to the municipality's 
general financial affairs and with other community 
factors which affect the credit rating of a municipality 
and which, to a considerable extent, determines the amoun 
of any individual municipality's bonds which institutiona 
buyers will hold. 
The Investment Practices and Holdings of 
Institutional Bond Buyers 

Chartered Banks 

(f) Banks have been important if intermittent 
buyers of municipal issues, usually taking bonds in the 
one to five year or one to ten year range. These 


purchases are frequently made because the bank is a membe 
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of the underwriting group involved in the new issues, 

or because it is the municipality's principal banker. 
However, the banks! total holdings of municipal bonds 
rose very little between the end of 1955 and 1961, from 
$2138 million to $231 million. A moderate increase 
occurred in 1962, to $258 million at the end of June, 
Life Insurance: Companies 

(g) Of other large institutional buyers of bonds 

in Canada, the life insurance companies rank first in 
importance.. There have been profound post-war changes 

in the structure of life insurance company portfolios. 
Total Canadian bond holdings of the twelve large 
companies aggregated $2004 million in 1946 and, fifteen 
years later, had increased by less than 50 per cent. 

Over the same period the value of Government of Canada 
bonds held by these twelve companies fell by two-thirds, 
but provincial and municipal bond holdings more than 
tripled, and corporates rose steeply from $240 million to 
$1534 million. Between the end of 1959 and 1960, 
municipal holdings increased from $328 million to 

$547 million. 

(h) The outstanding change in the life insurance 
companies! portfolios has been the rise in their mortgage 
holdings. A number of reasons are put forward to explain 
this, of which the most obvious one is the higher yields 
prevailing on mortgages throughout the post-war period. 
Another is that as mortgage portfolios increased the 
relative costs of administering them have been reduced 
steadily, from about 1.00 per cent per annum in 1951 


to .42 per cent in 1960. Another reason appears to be 
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connected with valuation procedures for the Department 

of Insurance; foreign companies operating in Canada 

are required to value their bond holdings at cost 

or market, whichever is lower, and the fluctuations 

in bond prices which have occurred have been severe 
enough at times to threaten the actuarial solvency of 
companies heavily invested in bonds. Mortgages are 
valued at cost and hence show no fluctuation; this 

adds to their appeal for the foreign companies. 

(i) Although net annual purchases of bonds by the 
life companies have been only of the order of slightly 
more than $100 million a year in recent years -- perhaps 
only 7 or 8 per cent of the net increase in Canadian 
bonded debt -- the shifts in the portfolios and the 

large purchases of corporate issues continue to maintain 
the life companies! role as active and important 
participants in the market. Most of the companies have 
large investment departments, staffed by analysts and 
experts who appraise new issues from the point of view of 
quality, price and suitability for the company's portfolio 
so important is the judgment of these experts in the sale 
of new issues that few issues are brought to market by 
dealers without prior consultation with the life 
companies and without an indication from at least some 

of them of an interest in it. If enough enthusiasm 

for the issue is exhibited in advance by the institutions, 
the underwriters may prefer to place the issue privately, 
particularly if it is small. 

The Trust and Loan Companies 


(3) The trust companies form another large 
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institutional market for bonds. Their assets increased 
from $414 million to $1,210 million in the last decade 
and these can be taken as the trust companies! own 

funds, and their "guaranteed funds" se Ya originate 

from savings deposits, and from the sale of savings, 
trust or guaranteed investment certificates maturing 

in one to five years. Not. included are the very, much 
larger totals of funds administered by trust companies 

-- estates, trusts, pension funds and safe custody 
accounts. 

(k) The pattern of a rising proportion of corporate 
bonds and mortgages is similar to that of the life 
insurance companies, although the trust companies have 
consistently placed more emphasis on Canadas, possibly 
because of their greater need for liquidity arising 

out of their deposit and certificate liabilities. 

Their portfolio structure may also be affected by the 
trustee acts of the various provinces in which the 

trust companies are located and which are similar to, 

but in some instances more restrictive than, the require- 
ments ofthe Canada and British Insurance Companies Act. 
Those of New Brunswick appear particularly restrictive, 
for example the purchase of local municipal bonds only. 
(1) The mortgage loan companies are usually 
eee with the trust companies for purpose of analysis. 
As their name implies, their principal assets consist 

of mortgages, but they do hold some bonds, mainly 
Canadas, which again presumably are to provide liquidity 
against possible withdrawal of deposits. Total bond 


holdings incréased from $58 million in 1951 to $104 
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million in 1960. 

Trusteed Pension Funds, Credit Unions and Mutual Funds 
(m) Trusteed pension funds provide a very large 
market for bonds, particularly pt) a although 
these funds have been devoting an increasing proportion 
of their capital accretion in-recent years in common 
stock and mortgages. As might be expected, the pension 
investments of the various governments are heavily 
weighted towards their own issues. 

(n) Several pension funds have become active 
participants in the bond market in the past few years 
and, to some extent, carry out witching between issues. 
Most of the pension funds, however, have been growing 
“go rapidly that the fund managers have been concerned 
more with the placing of new money than with the re- 
arrangement of the portfolio. Nevertheless at least 

one of the largest industrial pension funds in 1961 
disposed of a substantial volume of discount Canadas, 
placing the proceeds in higher coupon Canadas, 
provincials, municipals and corporate bonds and in common 
stocks, These trading operations had a considerable 
market impact. 

(o) The credit unions, including the caisses 
populaires in the Province of Quebec, held $279 million 
in hr weatement thst" at the end of 1960, up from $85 million 
in 1948 and $144 million in 1954. This category excludes 
mortgages, which are shown separately, and, presumably, 
consists mainly of bonds. The only available breakdown 
is that published by the caisses populaires, the assets 


of which constitute about 60 per cent of the total assets 
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of Canadian credit unions. At the end of 1960, the 
caisses held $212 million in bonds, including $24 million 
in Canadas, $35 million in provincials, $106 million in 
municipals and $47 million in religious issues. 

sales in Foreign Countries 

(Pp) Non-residents form the third main group of 
buyers in the list and comprise mainly American insurance 
companies, pension funds and foundations. The Bank of 
Canada estimates that non-resident investors held 

$820 million in Government of Canada bonds at the end 

ef 1961, or less than 5 per cent of the total outstanding 
Their holdings of provinciais, municipals and corporates 
aggregated some $5200 million, or close to 30 per cent 

of the gross amount of these bonds outstanding. There 
appears to be a good correlation over the years between 
non-resident holdings of provincials and municipals 

and foreign pay Canadian issues of these bonds and it 

is reasonable to conclude that most non-resident holdings 
of these bonds are of the foreign pay variety. 

(q) The relative attractiveness of Canadian pay 
issues for American institutional investors is based 

upon a great many factors, psychological as well as 
material and, apart from.pure yield considerations, varie 
according to each institution's tax surplus position, pas 
experience with Canadian issues, general view of Canada 
and expectations about the future course of the exchange 
rate. The first test is that the bonds be "cheaper" 

than corresponding U.S. issues; establishing relative 
eheapness is not a simple matter because some assumptions 


have to be made about the exchange rate. Buyers in the 
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United States use a variety of tests to determine the 
spread in yield at which they consider Canadian 

internal bonds attractive compared to United States 
domestic bonds. Generally, an attempt is made to achieve 
a rate spread after allowing for differences in exchange 
which could yield a worthwhile increase in income and, 
at the same time, write in a reserve against exchange 
losses, When the Canadian dollar was substantially 
above par, some U.S. buyers used par as a basis for 
their calculations, with the general idea of providing 
themselves with some protection against a fall in the 
Canadian dollar. As the Canadian dollar fell in 1961 
and 1962 the U.S. buyers tended to increase the size 

of their exchange reserve requirements. 

(rv) One problem the U.S. insurance company buyer 
faces is that bonds in foreign currencies must be 
revalued annually and any exchange losses written off 
immediately against surplus or other profits. This tends 
to make Canadian issues more attractive for well 
established U.S. insurance companies with large surpluses 
than for the new companies with less of a cushion 
against foreign exchange losses. Another problem is the 
withholding tax on Canadian pay issues and the extent to 
which the buyer can offset the tax against domestic 
income tax. The Canadian budget of December 1960, 

by increasing the withholding tax on Canada and 
provincial issues to the: former lever’ of : 15) pero cent; 
and by imposing this tax on U.S. pay Canadian issues, 
did have a substantial dampening effect on sales of 


Canadian bonds in the United States. 
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(s) Finally, Canadian bond sales in the United 
Biehias may be affected by the changing image of Canada 

in the eyes of the U.S. buyer. Since the war Canada 

has generally been regarded as a well-managed country 

in which their funds were reasonably safe and it is 
questionable if Americans gave Canadian internal policies 
much thought for most of the period. In recent years, 
however, events and trends may have cautioned American 
buyers to doubly-weigh their Canadian investments. 

This was particularly noticeable in the spring and 

summer of 1962 when the U.S. buyers became increasingly 
suspicious of the continuing large budgetary deficits 

of the Federal Government. Their disenchantment with 
Canadian securities was intensified by the declining 
exchange value of the Canadian dollar, culminating 

in the balance of payments crisis in June, 1962. In 
Summary, although the United States will probably continu 
to be an important source of funds for Canadian borrowers 
the flow of bond capital northward may not move as freely 
as-it’ has in’ recent years. “Spreads in yield-are’less 
likely to be the primary determinant than the view Americans 
take of the stability of the Government and of its 
budgetary, monetary and exchange rate policies. 

Sinking and Purchase Funds 

ee The bond holdings of provincial governments 

at the end of 1960, including provincial pension plans, 
Sinking funds, hydro-electric commissions and workmen's 
compensation boards, were estimated by the Bank of Canada 
to be $2556 million at the end of 1960. Of this total, 
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$1062 million were provincial bonds, $568 million Canadas 
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$286 million municipals and the remaining $39 million 
corporate and other. In effect, of a total gross- 
provincial direct and guaranteed debt of $6848 million 
at that date, nearly one-quarter was held by the 
provinces themselves in various accounts. 

(u) The steady accumulation of their own bonds 

by the provinces has had important market effects. 

The fact that a province stands ready to buy back its 
own bonds at a price improves the market for its issues 
by mopping up speculative and distress selling. Further- 
more, the knowledge that the buyer power is there -- if 
limited -- tends to prevent the distress selling that was 
so evident in the market for long-term Canada bonds 

in 1959 and 1960. Most of the provinces have statutory 
sinking funds ranging from 1 per’ cent to 3 per cent 
annually. 

(v) The sinking or purchase fund can also be very 
useful in helping a new issue over the difficult 
launching period. In most issues there are some bonds 
which find their way into the hands of speculators 

or traders and into dealer inventory. These bonds 

are not “put away" but overhang the market and may 
threaten the success of the issue if any general market 
indigestion or weakness appears. By skimming off this 
floating supply, not necessarily at a profit to the 
speculators, the sinking fund (or any other similar 
fund the issuer carés to use) can prevent the isse 


from being’ a ‘failure. 
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M. FINANCIAL INVESTMENTS BY MUNICIPALITIES 
(a) The major short-term HW kthawte of 
municipalities generally occur immediately in the wake 
of any tax payment period when large surplus sums of 
money become available to the municipality. These 
surplus funds are immediately invested in short-term 
securities pending the time when the funds are required 
for the normal expenditures of the municipality. 
(bd) The principal outlets for municipal short- 
term investments are; 

(1) Treasury bills and other short-term 

Government securities. 

(2) Bank-term deposits. 

(3) Trust Company term deposits. 

(4) U.S. Treasury bills. 

(5) Commercial finance paper. 
(c) Long-term investments are made for sinking 
fund requirements, municipal employees'! pension funds 
and other similar municipal funds. These investments 
are, aS a rule, restricted to trustee securities. 
In the case of Panioase Certcn Trae, and similar 
municipally administered funds, some municipalities 
invest a part of the holdings in high-grade mortgages. 
Investments for sinking’ fund requirements are generally 
in securities that are todanty marketable or timed to 
fit the maturity needs of each municipal Pina’ 

A welimandgaea municipal portfolio will also 
take into consideration eoRérvadet ses to increase the 
revenue earned on such investments by switching from 


low-yield securities to high-yield securities whenever 


to etnomdasval mrsc-I¢roda to~sm sdT. 


sro pit) 
ensw odd mt yfedsibommt wrooo yLlisivensg eoltilsqtofaum 
| to amye ayiquue earstl asdw bofueq dmomysq xsd yous ‘to 
sect .wyttisqtotaum ot ot oslds{iavs smoosd yernom 
mrot-~sturona af betaoval yledsibemmi srs ebaut eulquue 
bet trot ets sbauwt edt menw emit edd antbreg estituyose 
“Silsqiolaum sav Ie asiudibaegqxs Ismionm edd “tot 
-irode LIsqtoinua rot ateliue Isqtoning ent. - (d) 
:6%8 eadnomtaoval marred 

must-Iueda tendte bis silid ywwesetT (L) 

eaitinvoses Inomueved 

_.atleogeb mist-unsa (8) 

.etiaogsh mrod yasqmed gaunt? . (&) 

.allid yuraserT .2.U (A) 

-teqeq sonsalt Islotsemmo) (¢) 
aninnte tol obsm ess ainemtaoval mred-gnod (9) 
ebaut _— ‘eosyolgqmue [sqiofaum .adnomexrivupe: pbawt 
etnemteovat saed? .abnut ee asiimte tedto bas 
2oltjJivuooe. savaunis od bedoiutaexr ,elur s es .e%B6 
tsilmte brs aprarnnoth awe sevolqms to seso sit ni 
aeitlisqtoirina emoe ,abaut betedetainbs vilsqtotaum 
2ogsgvrom ebsty-daid w egaiblor sdt to disq s tsesvat 
yifsisnss sexs etmaemetiupst bast anisniante tot asinemtesyal 
oy bemit to eldstdeNism eee exis dsdd asittiuvoee alt 
boul Legtotaum lose Io absen yiiuuism sdd. JL2 

oals Ifiw oilotiiog Lseglotaum Nin tlthins bas A 
edgy sesestont ot astiinutwogqgo noidsisbianos otal sxswd 


mort gaifdotiwe yd etnemteovat dove no beniss SunevST 


to -_-— 


w&W 


aN 


29 


30 


Nethercut a Young ~- i. 63 = 


Terente, Ontaric 


N. MUNICIPAL BORROWING IN THE 
UNITED STATES 


(a) A difficult choice for municipalities, insofar 
as their capital borrowing is concerned, is the selection 
of the market to approach for funds. For many 
municipalities -- particularly the larger ones but 
not necessarily confined to them -- the basic decision 
is whether to borrow in Canada or to test the U.S. market 
If the borrowing is done in the United States, the form 
it takes will, in most instances, be along conventional 
lines, that is, serial or long-term bonds. 
(b) The decision to go to the United States 
makret will depend essentially on the following factors; 
(1) The availability of money in Canada. | 
(2) The spread in interest rates between the 
two countries. 
(3) The exchange rate at which the transaction 
is to be carried out. 
(4) The prospective future cost of purchasing 
United States dollars for debt service. 
(5) The Federal Government's attitude towards 
foreign borrowing. 
(c) Most municipalities prefer to borrow in the 
Canadian market if money is available at reasonable 
rates. They are mindful that borrowing in foreign 
funds involves the risk of exchange rate fluctuations 
and, moreover, in calculating relative borrowing 
costs assumptions have to be made about the unpredictable 
future value of the Canadian dollar in U.S. terms. 


(d) A substantial saving in interest rates on U.S. 


| xstoral ,aottileqtotrunm tot solods digokIItb A (8), 


“Vaasa odd at sernegans at gniwortod isiigqso be cartel as 

ynsm to% .ebant tot dosotggs sid —_ orig bees 
tud aono tes_tal ort yirsivolsisd —— eoiviLeqtotoum 
| wofaiosb ofead edd -~ mond o¢ bent inoo vituseasoon ton 
dexttem -2,.U odd vast ot xo sbsmsd at wotted of todderw al 
miot edt .egetste bediat edt af smvbd af gntiwortod edt 21 


fsnolttasvaes gro{s ed ,asonsient daom alt .iitw, aedsd ot 


ee 
> 7 ° ia aes = 


.ebaod micd-saofl vo [siuvee cat gsdy ,aentl 
eoteta bedial. edd ot og oF molaioob eAT (d) 
| serotost gntwolfot edt mo yifstineass baegqeb [iiw stoutsm 
.sbens) at yenom to ywtiitdstisvs edt (I) 
edd meewied setdsy teotedal at bsetqe edT (3) 
Boltinved ows 
jnoitosensxd odd doidw is eds egasdoxe edt (€) 
two bettxso od oF elf 
gntesdoivg to seoo ouvdN? evitosqsorg AT (4) 
| ,sotvise tddeb tot ersilob astssi2 bevial 
| abyswod ebudidis a'inemnrevod Lexebe% edt (@) 
dil still neem 
ody mi worted od teterg acldtisqtotaum teom {o) 
eldsnogset js slidslisvs ak ysnom if Jontsm meibsas) 
agtoxrot at gaiwoxrxed ¢gsd¢ Iwibatm.ets ysdT...se9tst 
anotisastoul£t esdsr sansdoxs to aein odd asvioval abaut 


gatworrod. svidsiet gatdsivol[so at .tevoovom .bnas 


leldstolberqay edt suods sbsm.od od svad enoliqavweas aseoo 


.emreg .2.0 of srsllob astbsnsd odd. to. sulsv. s1viut 


\ 


if 
\ 


8.0 mo sede1 deetotal at gatvse Istinsdedye A. (b) 06 


Nethercut & Young = A 64 o 


Terente Ontaric 


borrowing can be subsequently offset by a fall in the 
exchange rate, For example, those municipalities 

which in 1959 were forced into the U.S. market because 

of the tightness of money and high interest rates in Canada 
converted the proceeds of their U.S. loans when the 
Canadian dollar averaged $1.04 U.S. Subsequently, the 
cost of servicing such loans has risen by over 10 per 
cent. “AS a consequence, current exchange costs have 
effectively offset anv interest rates saving at the 

time of issue. However, the net gain or loss can only 

be measured by averaging the exchange rate over the life 
of the issue and including the cost of the U.S. funds 
when® thes bonds are redeemed.... An official- of one 
municipality which borrowed in the United States in July 
1962 has estimated that the City would be ahead if the 
average value of the Canadian dollar over the life of 

the issue remained above eighty-six cents U.S. 

(e) In spite of the exchange rate problem, most 
municipalities feel that it is a sound and sensible 
policy to borrow at least occasionally in the United 
States. There are times, such as in 1959, when borrowing 
in Canada is very difficult if not impossible. In such 
circumstances the U.S. market provides a useful emergency 
source of money. Moreover, even if the borrowing can 

all be done in Canada, a U.S. issue relieves pressure 

on the Canadian market for the issuer's bonds and may, 
thereby, make it possible to sell a subsequent Canadian 
issue on a lower yield basis. 

(f) The extent of municipal borrowing abroad 


over the period 1954 to 1961 (mainly in the United 
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States) is shown in the following table: 


PROCEEDS OF NEW ISSUES OF CANADIAN MUNICIPAL ,. 
BONDS AND DEBENTURES SOLD TO NON-RESIDENTS (1 


(In Millions of Dollars) 


1954 1955 1956 1957 1958 1959 1960 1961 
Payable in 
Canadian 
Currency Ld, dy 6 8 5 10 16 #4 


Payable in 
Foreign (2) 
Currency 34 40... 105 115 143 148 119 28 


TOTAL AS Hy nde 23 148 153 13) 36 
By Comparision, the total 
of all new issues of bonds 
and debentures, both 
government and corporate, 
sold to non-residents in 
these years 


was; J Le 103 597 Cat 634 660 421 56 


Comparative Costs of American and Canadian 


Municipal Borrowing 

(g) The interest cost for Canadian municipal bonds 
tel aba send ei greater than that of municipalities 
in the U.S.A. due, in part, to the fact that income 
from municipal and state bonds in the United States is frg¢e 
of income tax. 

According to Gordon L. Calvert, Municipal Director, 
Investment Bankers Association of America, this freedom 
from the federal income tax is based on recognition 


by the U.S. Supreme Court of the constitutional doctrine 


(1) D.B.S.: Sales and Purchases of securities between 
Canada and other countries Dec. 1961 and Review of 
Security Trading during 1961. 


(2) In 1960, the City of Quebec floated an issue in Switzer- 
land of $4.5 million with an interest rate of 435 per 
cent payable in Swiss francs. (18 year loan repayable 
in seven annual payments commencing in 1972). 
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of “reciprocal immunity" (2) , There have been a long 
series of court cases on this question. One of the 
earliest and most relevant is the 1895 judgment. 
"Pollock vs Farmers Loan & Trust Co. 157 U.S. 429" 
which is referred to by Mr. Calvert. He quotes the 
Supreme Court as stating in this. case: 

"It is contended that although the propert 
or revenues of the states or their instrumental 
ities cannot. be taxed, nevertheless the 
income derived from states, county and municipa 
securities can be taxed. But we think the 
same want of power to tax the property or 
revenues of the states or their instrumental- 
ities exists in relation to a tax on the incom 
from their securities and, for the same reason, 
it is obvious that taxation on the interest 
therefrom would operate on the power to 
borrow before it is exercised and would have 
a sensible influence on the contract, and 
that: the tax h question is a tax on the 
power of the states and their instrumentalities 
to borrow money and, consequently, repugnant 
to the Constitution," 

(h) In later years litigation continued because 
Be ie growing importance of the income tax as a source 
of revenue. Since many tax-exempt bonds end up in the 
portfolios of those in the highest tax brackets, the 


(1) “Fundamentals of Municipal Bonds" (By Gordon 


L. Calvert) published by Investment Bankers 
Association of America. 
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exemption provides a loophole of increasing concern 


to the federal authorities. However, opposition to removilng 


the exemption has remained strong because of the fear 
that its abrogation would lead to federal domination 
and control of the states. As Mr. Calvert noted: 

"The tax exemption for interest on 
municipal bonds is essential to state and 
local government, not only to obtain a much 
lower rate of interest on these bonds than 
would be obtained without such tax exemption 
but, more.basically, to protect their 
independent sovereignty under our dual 
state-federal system of government." 

(2) How much lower rates the U.S. states and 

local governments obtain from tax-exemption of their 
bond issues is difficult to calculate, but the following 
information taken from the Wall Street Journal of 

March 1, 1962, provides some idea of the level of. 

U.S. state and municipal yields: 


Cost to Bo 


Issuer Size & Form of Issue 


of Selling Price 


rower 


Tennessee $12.3 million serials 1963-82 1.65% to 3.104- Av.2.96% 
Massachusetts $40.0  " 4: 1963-82 1.70% to 3.P20%- Av.3.05% 
Rhode Island $4.3 " * 1963-92 1.70% to 3.45% - 

City of 

Columbus,Ga. okey : 1963-91 1.80% to 3.55% - 
Prince George 

County, Md. es ee 5 1963-85 1.75% to 3.40% ..- 


Orleans Parish, 
La. $10.0 7 ' 1962- 1.50% to 3. 
2001 


0%-Av. 3.55% 


3) The average yield on the twenty-year maturities 


in the above list was about 3.25 per cent (which was clos 
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to a three-year low on tax-exempt yields). On ree 
day U.S. Treasuries of equivalent term were selling at 
about a 4.00 basis and new issues of twenty-year and 
thirty-year private utility bonds were offered slightly 
under a 4.50 basis. In Canada, top-grade provincials 
would sell on a yield basis between Canadas and utility 
issues, best quality municipals on about the same basis 
as Wility bonds and lower grade municipal bonds at 

25 to 50 basis points above utilities or about 1.00 
per cent above Canadas. 

(xk) It would be reasonable to assume from these 
figures that if the same good market for tax-exempt 
bonds existed in Canada as in the UnitedStates, the 
Saving to provinces and auneeipaltties from exemption 
of their bonds from’income tax would be a minimum 

of 1 per cent on the coupon and, possibly, 13 or more, 
given the higher yield structure in Canada. 

(1) The assumption about markets, however, needs 
careful examination. Proportionately there is a much 
greater concentration of wealthy people in the United 
States than in Canada and it is questionable if the 
demand from individuals in Canada for tax-exempts would 
provide anything like the amount of capital that 
provinces and municipalities borrow annually. The 
demand would be strong for short-term tax-exempt 

bonds from corporate investors because many short-term 
instruments now are tailored to fit accounts paying 

50 per cent income tax, but for many institutional 
buyers of long-term bond issues tax considerations are 


not important. 
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(m) It would be interesting to see how much 
Canadian private capital now employed in various tax 
avoidance schemes could be tempted into tax-exempt 
provincial or municipal ponds. There is no obvious 
reasons why this form of assistance, with all its unhappy 
political connotations of tax evasion, should be 
preferred to any other form of federal assistance 

to junior governments. In defence of the principle, 
however, is. the fact that the U.S. system recognizes 
clearly that state and local governments have a right 

to some financial independence from Washington. In 
their borrowing, Canadian municipalities and provinces 
are at the mercy of a market in which conditions are 
greatly affected by fiscal, monetary and debt management 
policies set by the Federal Government and from which 


there is no court of appeal. 


O. LIMITATIONS OF MUNICIPAL FINANCING 
RESULTING FROM FEDERAL TAX 
PRACTICES 

1. Comparison between Municipal and Corporate Borrowers 
(a) In comparing their position with corporate 
borrowers, the municipalities (and, presumably, the 
provinces) feel that they merit special consideration 
by the Federal Government. Interest on corporate bonds 
is a cost of doing business and a deduction from 
income before taxes. A corporation therefore tends to 
regard the coupon of a bond as half chargeable against 


income tax. While it is technically incorrect to 


argue that corporate borrowing is actually subsidized 
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by the federal treasury, the effect is somewhat similar 
and tends to tilt corporations towards bond issues 
rather than equity financing. This, in turn, increases 
the pressure on the market generally and may raise 
costs for other borrowers. 

(b) In addition, there is some feeling that the 
dlxt dead tax credit on stocks has made the purchase 

of them for the individual so attractive that bonds 
have lost their attractiveness for the individual 
investor. This has made all bonds more difficult to 
sell and raised interest rates. While the argument 

in favour of reducing doublt taxation on common stock 
has some weight, there is less justification for a tax 
deduction on preferreds and this, in effect, represents 
an additional government subsidy for an instrument 

that competes with bonds in the capital market.... 

In this connection, it is interesting to note that in 
Australia a 10 per cent tax credit is granted on 
interest on Commonwealth and State bonds, applicable to 
both personal or corporate income. 

e. Property Tax Exemption and Double Taxation 

(c) In the application of the property-tax, 
Canadian municipalities (compared to those of the U.S.A. 
and several other countries) suffer a severe limitation 
arising from a feature of our federal income tax 
legislation. In effect, Canadian property owners 

are subject to double taxation on that portion of their 
income used to pay municipal and provincial taxes. In 
the United States, all payments made on state or 


municipal taxes may be deducted from personal income 
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in computing taxable income. The principle on which 

this is based is, in part, the theory of “reciprocal 
immunity" cited earlier, but also that, without such 
exemption, the property owner is subject to double 
taxation. 

(da) It is only by allowing such an exemption 

that municipalities can be given full use of the property 
tax field. A simple calculation will show that, by allow 
ing deduction of municipal taxes from income, the | 
Federal Government would enable municipalities to 

raise a substantially greater revenue from the property 
tax. Inasmuch as, in theory, our national policy 
intends the property tax to be fully at the disposal 

of the municipality, there appears to be no justification 
for the severe attenuation of that field of taxation 


which results from the present federal taxation of 


the personal income ‘used te pay municipal taxes. 
(e) kale tuer severe handicap for Canadian 
municipalities (in comparison with municipalities 
in the U.S. and the U.K.) is the federal taxation of 

that portion of personal income ‘used to pay mortgage 
interest on owner-occuped homes. Where such interest 

is deductible, from income for tax purposes, higher 
municipal revenue from taxes is possible. 

(f) It should also be noted that such taxes 

and interest are deductible by corporations or individual 
who hold property for business or income purposes and, 

in this respect, are similar to interest paid on 

borrowed money. 


(g) It is suggested that the Royal Commission 
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- Should study this question of the several handicaps 

‘ to municipal financing resulting from federal tax 

: practices and make recommendations to the Federal 

: Government. 

5 

6 

7 

8 P, FUTURE MUNICIPAL CAPITAL REQUIREMENTS 

g| (a) The capital expenditures of municipal 

10| governments -- in these days -- embrace more than their 


11 traditional responsibility for the installation of local 
12| improvements and the provision of community institutions 
13 such as schools, hospitals, library, park and recreationa 
14 facilities.... Above and beyond the “social” facilities 


and institutions -- normally required by the residential 


15 

16 population -- are the "economic" facilities arising 

7 from the particular and growing requirements of commerce 
18 and industry.... As at no previous time, municipal 

19 governments are being called upon to provide costly 

20 installations (urban highways and expressways, mass 

31 transit facilities, water and sewage facilities, etc.) 
97 essential to the “economic” as well as the “social” 


93|| activities of our expanding urban communities. 

a4| (bd) To take full account of municipal needs for 

25|| capital expenditures it is necessary therefore to think o 
26 the municipality as a unit of government responsible 

27|| not only for the “social” needs of its citizens but 

98|| also for those basic and costly “economic" needs which, 
99 || under modern conditions, are properly the responsibility 


30 of municipal governments,: to provide even though such needs 
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are generated, in large part, by "users" whose plant 

or operating facilities -- or places of hi didvy aioe -- 

are located beyond the corporate limits of the providing 
municipality.... In effect, municipal governments -- 
particularly the larger metropolitan cities -- are called 
upon to provide costly installations, the benefit of 
which accrues to non-resident and, therefore, non-tax 
paying users. 

(c) Some idea of the looming capital needs of 
municipal governments was indicated in the forecast 

made by the Royal Commission on Canada's Economic 
Prospects. These calculations, published in November 
1957, were related to what were described as requirements 
for "housing and social capital". While the require- 
ments included estimated capital expenditures on roads 
and streets (the largest single item in the estimated 
forecase) no provision was made for mass transit and 
commuter railway facilities. Nor was there any apparent 
inclusion for the municipal costs of urban re-development 
(d) Despite these omissions, the Commission 
estimated that by 1980 social capital expenditures 

will be required in Canada to the amount of $19.5 

billion for roads and streets; $4.2 billion for schools 
and universities; $2.7 billion for hospitals; $2.7 
billion for sewerage systems; and $2.4 billion for 
waterworks. The total estimate of capital expenditures 
on these items alone amounts to $31.5 billion.... The 
greater part of these expenditures will devolve upon 

the municipal governments. 


(e) If there is validity in these estimated figures 
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an by 1980; the aggregate municipal debt in Canada 
for these purposes will have soared from its present 
approximate $4 billion to a figure somewhere in the 
range of $20/25 billion. Even if it is only half this 
figure, it will be a staggering amount. The more so 
when it is remembered that $3 billion (or more) of the 
present $4 billion municipal debt load ne occurred 
over a twelve-year period; an average rate of $250 
million a year. 
(f) Assuming that municipal borrowing Fala tdes. 
ments in the next eighteen years (by 1980) will be one 
quarter of that estimated by the Royal Ct ie cand on 
Canada's Economic Prospects, say, $3 billion, then the 
average annual capital borrowing requirements of 
municipal governments between now and 1980 will be 
somewhere in the range of $500 million -- twice the 
amount of their average annual borrowing since 1950. 
This may be a high or a low estimate, but, whatever 
the actual figure may be, certainly it will be one of 
considerably greater magnitude than has typified 
municipal capital expenditures during the past decade. 
(g) The magnitude and urgency of local government 
or "social capital" needs was also stressed in the more 
recent report (June 1961) of the Special Senate Committee 
on Manpower and eat anare The reasons cera stated 
by the Senate Committee as folbws; 
"The maintenance of an adequate rate of 
economic growth requires a continuing high 
level of capital investment, both private 


and public. Private capital investment 


De ibs \4 2 
Vite, 8 
a <5 


» 


edt to (stom 10) motiitd €@ tsd3 beredmemer at tI nodw 


: en eS , iets Re al 

sbsnsQ at ddeb feqtotinum ovsgovgys odd .O8er vd .aodt | f 

daszeig adt mort t bers08 eved fitw sesoqivg sasdt tot is 

edi at sredwomoz, sivglt s o¢ morllid #4 etsmtxorggs le 
aids tlsd yimo ef ti If mevd .motifid @S\0S@ to 9g0s8t Is 
ee stom sat .davoms gntteguste s ed IL[tw ti .siugltt le 
ls : 

ty 


bsriyos0 esd bseol tdeb Isqtotaum moti{[id ge tneesiq 


O@2 Io edsi sgsievs mis ;,bolteq usey-svlews s rsvo 


fo © 


t8ey 8 noliiin 
~etiupsr aniworred Isqlotoum Jedd gatmveed (2) 
eno od [ftw (O8CL yd) axnssy asedrigte iii edit ak atnaom 
no mofaesimmod I[syoh oAvy yd bedvsemives tandd to t9d2eup 
edt sede .moLiftd 6% .yse .adoeqeotd ofmonood e'sbsasd 
to atnemettuvpet satworred I[sitaso [sunns systevs 
ed {ftw O6CI bas won neewsed etasmmrevos I[sqtotaum 
oft oolwd ~-- molifim 000g to egns1 sft at stedwemoe 
-Oc@l sonte gniwortod [sunns sgsievs afedy ‘to Jnvoms 
Tevedsdw .trd otamiges wol s 10 daid sp ed ysm efdT 
to ero od I[ifiw JE Yinistzreo ,ed ysm sivgit Isutos sont 
beftiqys asd asdd sbudingsm tetssig yidstebtenoso 
»sbsosb vasgq edt gniuvb asiutibmaeqxe Isdvigqso Isqtoiaum 
Snomartevog I[soo0i ‘to yonsagiy bas sbutingsm sat (3) cc 
srom odd mt beaasite oels esw absen "Lsdlqso [stooa" to 
scott immod esisae@ L[aetosqea edd to (raer ort) dioger tnsos% 
betsya otew emoaset ont eJnomyolqme bas towoqansM mo 
sawdfot es settimmoed etanek ext yd 
to etsy eteupshbs as to sonsnoetaism oct" 
dgid gntvatinos s asttyupest doworg’ oteomebs 
etaving diod ,tnemsesvat Isitaqso to Level 


dnsmdaevat Isdiqso sisvini .oifdyg bas 


Nethercut & Young x Re {8 


Terente, Ontaric 


must be supplemented and stimulated by an 
adequate rate of government investment in 

social capital. Our stock of social capital 

is both inadequate and, in many paegeaue! 
obsolescent, especially in our rapidly 

expanding urban areas. We are in a continuing 
danger of choking our economic growth with 
congestion, pollution, the development of 

slums, and with the effects of deficiencies 

in vital public services and amenities. The 
bottlenecks appear to lie in the methods of 
financing, in lack of planning and in the 
difficulties of achieving effective co-operation 
between the three levels of government. The 
solution of these problems requires new 
thinking, experimentation and the development 

of new machinery for financing, planning and 
inter-governmental co-operation. The initiative 
taken recently by the Federal Government to 
encourage a more adequate provision of sewerage 
facilities is an example of what is needed. 

The scale of capital financing required in the 
future for municipal works is so large that a 
new measure of responsibility is required 

in the raising of such funds on the part of the 
provincial and federal governments. Here, 
perhaps, is the basis on which a solution to the 
other problems of better planning and the 
development of better machinery for co-operation 


(1) 


might, also, be sought." 


(1) Final report of the Special Senate Committee on Manpower 
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(h) The need to go beyond monetary and fiscal 
measures -- to recognize that priorities must be establish- 


ed in deciding the nation's investment policy and that 
this involves a qualitative appraisal of objectives -- 
is clearly implied in the two reports mentioned.... 
Wasteful and unproductive investment or "choking our 
economic growth with congestion, pollution, the 
development of slums, and with the effects of deficiencie 
in vital public services and amenities" -- these, as 
well as flaws in tax or monetary policy, are inimical 
to a sound Canadian economy. The Royal Commission on 
Canada's Economic Prospects concluded its chapter on 
"Housing and Social Capital” by pointing out that 
the real problem to be faced by Canadians 
in this field is not going to be one of 
Pundaméntal inability to’ pay. “’ It’ witl” be; 
rather, one of deciding what proportion of 
a growing national income should be devoted 
to the building of those things which only 
the community can provide and of developing 
the best possible fiscal and administrative 


t 


arrangements to make that decision effective... 
The Need for a National Municipal Borrowing 
Programme 
(i) rt is in this context that we see the necessity 
for an effective partnership between all levels of 
government for the purpose of providing and facilitating 
the capital borrowing needs of municipal governments 
inthe period ahead. 


an se Another reason for such a partnership is the 
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1| physical inter-relationship between housing, urban 

2 transportation; harbour and airport facilities, federal 

3 and provincial works, municipal utility ce eal water 

4 conservation and the provision of recreational space for 
5 a rapidly increasing.urban population. All such 

6 facilities. are inter-related parts of the physical 

7|| development which constitutes a new or re-developed 

8] city (or region)... No part can be considered in isolation 
9| from the others. Each is an essential segment of the 

10)| urban pattern which must, for the purpose of design and 
11 financing, be seen as a whole, 

12|| (xk) Another reason why joint responsibility is 

13 essential is that the burden of cost which community 

14 growth and development imposes upon all levels of 

15 government is so great. as to require the closest possible 
16 collaboration between them: first, in the programming 

17 of such works and, second, in the mobilizing of capital 
18] for the entire programme. 

19) (1) In recent federal legislation (allowing 

20|| federal loans for long-terms based on the federal 

21| government's borrowing rate) and in the urben renewal 

22] legislation (allowing a direct federal investment of 

23 50 per cent.of the cost of acquiring and clearing land 

24 for re-development) the federal government has taken 
25 important steps toward. assisting in investment in 
26 essential community develouient.ut? 
27|| + (m) The experience with the sewer legislation 
28 illustrates clearly the significance of federal 


29 initiative and co-operation in solving the problem 


30 (1) National Housing Act re (a) Sewerage Loan Facilities 
and (b) Land Acquisition Costs. 
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of borrowing for basic community facilities. The eager- 
ness of the local governments in taking advantage of 

the direct long-term sewer financing is convincing 
evidence that their need -- as far as basic municipal 
works are concerned -- is for federal assistance in 
arranging the capital financing of such ‘iced te 

(n) They require such assistance because of the 
handicaps under which they operate insofar as capital 
porrowing is concerned. These handicaps arise, at least 
in part, from the fact that the magnitude of municipal 
borrowing needs -- in these times -- has strained 

the limitations dictated by a municipal tax revenue 
structure which was never conceived to meet capital 
needs of these proportions. 

(0) It is not that our urban communities are poor. 
There are some. exceptions: (1) but, in the main, the 
productive wealth of the nation is concentrated in them 
and is continuing to increase. Most of this wealth, 
however, is already pre-empted for tax purposes by the 
senior governments so. that municipal governments 
have no access to it. Asa consequence, municipalities 
are unable to command sufficient income from the total 
taxable wealth resources of the community to support 

the growing burden of costs involved in undertaking 

the community improvements Whiteh ie needed. 

(p) A further consideration affecting municipal 
improvement programmes is that the ability of municipal 
governments to borrow is by no means uniform throughout 
the country. The larger municipalities are in the most 
eeees position, although even they have their 

1) the exceptions are those communities in various parts 
of the country whose economic base is withering away and 
for whom special re-development measures have become impe ative 
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difficulties. The smaller municipalities are in the 
worst position. It is frequently difficult to market 

the debentures of a smaller municipality nits at cake 
there is no market receptivity for such issues at all. 
(q) Moreover, during recurrent periods in recent 
years, the capital market for municipal bonds has 
tightened considerably. Because of the general. shortgage 
of capital investment funds the market has been more 
selective with interest rates reflecting the competition 
of both private and public borrowers for a share of the 
limited supply. The cost of borrowing has soared to 

the point where in 1961 new municipal bond issues of even 
high-rated municipalities were being offered at a yield 
price of 6.30 per cent to 6.35 per cent,with the yield 
price of smaller municipalities being offered at as 

much as 7.75 per cent. 

(r) While effective yield prices of 6 to 7 per 

cent and more may not present any grave financing problem, 
to private borrowers who require capital for productive 
business and industrial purposes, the same cannot be 

said for municipal governments whose capital borrowings 
are used, in the main, for socially useful community 
improvements.... As shown by the following table, 

every percentage point increase in the costs of municipal 
borrowing adds substantially to the over-all debt 
earrying charges which the municipality has obligated 


itself to repay. 
COSTS OF MUNICIPAL BORROWING 


Amount Annual Cost Factor 
$1 million for 20 years at .5@ asin.» ee, $80,242.59 
St-miitLon-ror- co years ab OS «ses. css 87,184.56 
$I. million for 20 years at, 7H  « stemmersiace 94,392.93 
$1 wilifon for, 20 vears at 9% ..3.....+ 101 ,O52.27 
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Q. NATIONAL MUNICIPAL LOAN FUND 
(a) The recurrent major fact which emerges from 
this submission is that municipal governments ane 
experiencing difficulty with respect to their capital 
borrowing tho aaltpveding The difficulty is becoming 
increasingly acute and, in the view of the Federation -- 
speaking for the municipal governments of Canada -- there 
are good and sufficient reasons. why the Federal Government, 
in co-operation with the .proevinces, should establish a 
National Municipal Loan Fund for the purpose of 
facilitating the capital borrowing needs of municipal 
governments. 
(b) There is nothing novel about the principle 
gai tare proposal. Municipal loan agencies of this sort 
have existed, in Europe since before the. turn. of the 
century. The "Credit Communal" of Belgium was formed 
in 1860 and has been operating successfully ever since. 
Similar banks or institutions are in existence in the 
Netherlands, Spain, Denmark, Norway, Italy, Switzerland, 


Israel and Turkey; and in the United Kingdom the Public 


(1) 


Works Loan Board. is in effect a municipal loan bank. 
(c) A National.Municipal Loan Fund or Municipal 
Development Bank (the name is less important than the 
purpose of the agency) could be established by the 
Federal Government with the concurrence and co-operation 

of the provinces. In order to assure the constitutional 
position of the provincial governments, loans to any 
municipality would require the final. approval of the province 
in which the borrowing municipality is located. 


(1) 


See Appendix to the Brief: "National Institutions for 
Municipal Credit". 
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(d) The creation of such a federally-initiated 
municipal loan fund would relieve municipalities from 
exposure to some of the vagaries of the market and would 
reduce their borrowing costs. Federal financial assistan¢e 
to municipalities has been increasing in recent years 

and has taken the form of grants for hospitals, vocationa 
and technical schools, housing and sewer projects. The 
purpose of the loan fund would be to maintain and extend 
federal financial participation in such durable municipal 
work requirements. While the Bank would be a new form of 
intervention, it would be a way of acknowledging that 
municipalities do have special financing difficulties 

and would be a useful vehicle for channelling to the 
municipalities any assistance that federal or provincial 
authorities might provide to reduce municipal borrowing 
costs. Its primary purpose, however, would be to marshal 
the capital funds required by municipal governments 

and make such funds available to the municipalities. 

(e) A possible source of federal funds to enable 
municipalities to obtain their borrowings at a cost lower 
than the market rate would be to apply the federal 
revenues received from the taxation of interest on 
municipal bonds to municipal loans contracted through 

the proposes loan agency. 

Cf) As the municipalities see it, the proposed 
agency would issue its own securities with a federal 
guarantee and use the resulting funds for loans to municipal 
governments at interest rates comparable to those obtaine 
by the Federal Government (less the proposed municipal 


interest tax subsidy) and thereby make it feasible for an 


| btwow brs tevxism odd to setregsv oat ‘to emoe of) eoweoge | 


tT 


j i 
, on 
4 


4 

4 

. 
+ 


mort gerd? textosiom evelfor bivow bau? neol waa | 


v. = = 


eres Istonsntt Isisbe% -.ateoo gaiwotrted tisdy sowbest 


axsey tnocet af antaseront naed asd eeltifsqtotaum ot 


fefoltsoov .efatiqeod rot asasts Yo mrot odd mexst esd bas 


ant etootorg teswee pis sifavod .sfoones Issindsss bras 


AES eee hey mit a 
| bastxe bas atsdatam o¢ ed biuow bayt meol Sit to seoqtiq 
+ . 

|isqtofnum oldsiub dove nk nottsqtstt1sq fetonsalt Larsbst 
4 


|to mot wen s ed binuow Ans@ edt slidW .atnemertuper wow 


| 
ot 


tedd zxaiebelwomios to ysw gs ed blyow gf .notsnevrednt 
eottivoltiitb gatonsntt [stosqe svad ob asttiisqtotaum 
edt od gatifennsdo 10% elotdevy Ivutsey s 9d blyow bns 
Istontvotg to f[stebet stedd sonstateas uns voltttisqtotnum 


gniiwortod Ieqioinum soubst of sbivergq Jdagin eols ftodsus 


| fecletent od sd bfrow ,tevewod ,s@eqivq yraming etI. vateoo 


adrienne vog taqhotaim yd beriupet ebne't Istiqso odd 
 .eeksiisqtolaum edd ot efdalisve aboawt coum sasm one 
eldane ot abavt [s1sbet- to somos! eldieeoq A ~o (9) 
rewol Jaoo g 38 egniworred tledd natstdo ot aelsifaqtotmum 
- Ievebet ocd vLaqs ot od blrow ots s toxienr edt neds 

no teeretat to nottexst ont mort bio: eounevet 
“dgyerds betosrtnoo ensol fsqtotaum ot abaod Isqtotaum 
-yoness meol esrogorg end 

. peeoqotq oft . dE 952 esti tfeqtofesm edt ea ° Pye) 
Istebst s ditw eektiuyoee awe edt opest biyow youess 


yt o Eeusat od ansol sot ebavt gate tues ent ear bas sethatsirs 


bsntsddo oaods ot efdsisqmos feds gesnocak ds atnommrrevoyg: 


Isqtoinum bszoqo%q. edt asel) taemarevod Tsrebe% sit yd 


eis dot ofdtaset tr ‘esa yderedd bas | ubtedve xsd eouovnt 
Basi Sb * shbea0 “Eagtod t e 


4 
Nethercut & Young a *. 82 — 


Terente, Ontaric 


municipality, large or small, to finance the cost of 
municipal capital works. ; 
(g) In effect, the municipalities are saying chau 
in their importance as basic community A municipal 
capital works are of equal priority with those of the 
senior governments. It would, therefore, be fair and 
equitable to enable municipal governments to have the 
same advantages as senior governments in respect to the 
capital market. 
(h) The establishment of such a fund would not 
preclude municipalities from seeking capital funds 
elsewhere; but it would offer an alternative source 
of funds at more reasonable rates of interest than those 
now available to all but a few of the larger and better 
rated municipalities. Moreover, it would have the 
desirable effect of maintaining a reasonable flow of 
eapital funds to municipal governments during a period of 
tight money pressure; and, during a recession, could 
be a buffer against the tendency of the market to shy 
away from municipal bond borrowing. 
42) Another purpose which a national municipal 
lending agency would serve would be to facilitate 
borrowing within Canada for Canadian needs. It would 
therefore be a positive means of implementing the federal 
‘government's policy of encouraging reliance upon domestic 
savings. 
(40 For three impelling reasons, therefore, a 
Municipal Development Bank is a missing link: 

(1) in upgrading municipal capital requirement 
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those of the federal and provincial 
governments; 

(2) in facilitating -- for the purpose of 
assuing soundly based national growth 
and development -- the constant review 
and co-ordination of public investments; 
and 

(3) in implementing, to the advantage of the 
entire national economy, the policy of 
drawing to the utmost upon Canadian 
Savings for our capital investments. 

(k) The Federation feels that the equalization 

of the capital needs of municipal governments -- in 
their approach to the capital market -- will be in the 
interest of all governments concerned and will be a 
major step forward in the common effort toward national 
growth and stability. 

(1) The introduction of such inter-governmental 
co-operation in borrowing would further strengthen 
democratic governments at the local level. The 
municipalities would retain the initiative -- and would 
indeed be in a better position than now to exercise 

the initiative -- in the planning and execution of 
comprehensive programmes of capital works. Already 
more and more of our local governments are preparing 
long-term capital works budgets based upon carefully 
considered programmes of physical development. Their 
principal concern is whether they can finance such 
undertakings and at what cost. The establishment of 


a national municipal lending agency, by removing one 
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of the most frustrating obstacles to municipal develop- 
ment, would give a sharp incentive to the forward plannin 
of growth and re-development. It would help greatly to 
keep constantly before each urban area a planned 

capital development programme which would not only 
provide work but would direct such work to the satisfaction 
of basic community needs. 

(m) This reliance in a democratic manner upon 
municipal initiative is important. For it is only at 

the level of the local community that a balanced 
programme representing the needs and desires of local 
citizens can be developed. Even a large proportion 

of Federal and Provincial works (such as roads), bridges, 
harbour installations, airports and office buildings) 
must fit into a workable community programme in the 
interest of all concerned. 

(n) Municipal responsibility for such programming 
must therefore be acknowledged and must of course be 
fully exercised by the municipalities themselves if they 
are to take advantage of a more favourable relationship 
to the capital market which a federal din’ agency 
would make possible. 

(0) The municipal governments contend that there 

is a strong and clearly defined need to establish such 

a National Municipal loan agency in Canada and that it is 
in the national interest to do so. Since the proposal 
was first put forward there has been a growing body of 
informed support in favour of the proposal. Certainly, 
so far as the municipal governments are concerned, it 


would enable them to initiate and carry through needed 
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programmes of local improvements and re-development 

for which the urgency is now very considerable and 

which in many municipalities, without such a facilitating 


loan agency, are likely to be indefinitely delayed. 
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APPENDIX "A" 

NATIONAL INSTITUTIONS IN EUROPE FOR 

MUNICIPAL CREDIT 
FOREWORD 

The structure and responsibilities of local 
governments in different countries varies widely. 
Consequently, it is difficult -- if not impossible -- 
to compare their comparative needs for credit and long- 
term capital,funds.... 

Moreover, the borrowing requirements of local 
governments in different stages of economic development, 
expressed in terms of needs (justified by the financial 
capacity of the citizens and the community concerned), 
are always greater. than the resources for carrying 
them into effect (viz., capital, labour, etc.). Asa 
consequence, the provision of credit to local authorities 
in Europe has developed differently in the different 
countries depending on the conditions in each country.... 

In 1954, the International Union of Local 
Authorities (1) undertook a comprehensive study of the 
existing facilities for municipal credit in different 
countries and , at its 1955 Rome Congress, the problem 
of municipal borrowing was a major item under discussion. 
The general position taken by the Congress with respect 


to the matter. was summed up.in the following resolution: 


(1) The International Union of Local Authorities, as its 
name implies, is an international body consisting,in 

the main, of national. municipal associations in, the 
western world. The Canadian Federation of Mayors 

and Municipalities is the Canadian, member of. the 
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"Appropriate bodies should be set up in 
each country where they do not already exist 
in order to resolve the difficulties met with 
today in finding the funds to implement local 
authorities programmes. The specific and sole 
aim of these bodies should be to hold credit 
for the use of local authorities and they 
Should be assured of adequate funds up to the 
limit that can be permitted by the respective 
national economies." 

A similar position to the Rome I.U.L.A. 
recommendation was subsequently adopted by the Consultative 
Assembly of the Council of Europe which went on record 
as favouring the foundation of a European Bank for 
Municipal Credit. 

The idea of a European Bank for local 
authorities is ambitious and suited to the ideal of an 
integrated Europe. Its successful organization, however, 
will depend on many factors, such as the idea of 
integration catching on and the practical. development 
of that integration. Meanwhile, the proposal has 
provoked intensive study and it is quite probable that 
sometime in the future a European Bank for local 
authorities will be mee cad 

Already there exists in European countries 
a number of financial institutions that were founded 
with the sole objective of meeting the credit require- 
ments of local governments.... Despite differences in 
structure and business procedure (which originate 


chiefly from differences in the structure of local 
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government and of the money and capital market) two 

main types of municipal credit banks in Ruvopercan be 
distinguished; (a) the co-operative type formed by 
local authorities, and (b) the State Municipal Bank. 

In between there are banks that belong -- as it were -- 
to an intermediate group and where private 

participation also plays its part. Where national 
municipal credit institutions have been established 

it is generally recognized that a certain degree of 
State supervision is called for in as much as a national 
eredit institution for municipal governments can, by its 
conduct of affairs, often exert considerable influence, 
firstly, on the capital market, in which the State is 
also generally a heavy buyer, and, secondly, on the 
public welfare level of the population as a whole. 

some of the general grounds put forward 

by European local authorities for the establishment 
of a central municipal development bank can be summarized 
somewhat as follows: 

(a) As a rule municipal governments do not 
dispose of all of their ordinary revenue 
as soon as it has come in. 

(bo) There exists, therefore, a certain time 
lag between the receiving and the spending 
of municipal revenues. 

(c) The centralizing of these temporary 
surpluses creates a basis for the granting 
of short-term credits to other local 
authorities which are temporarily in need 


of funds pending the receipt of ordinary 
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or other revenue, 

‘(d) This means interest earnings for the 
central bank which enables it to pay 
interest on the funds deposited with it 
by surplus local authorities. 

(e) Through the facilities of a municipal 
credit bank there thus can be realized 
a mutual assistance between local 
authorities.as regards short-term credits 
by making interest earning investments. 

(f) The credit potential of a municipal 
credit bank can be strengthened very much 
if all payments of the senior governments 
to the local authority (grants, loan 
payments, municipal share in state taxes, 
ete.) are accomplished by payments into 
the account which local authorities have 
with the bank and if all, or most of 
them, left -the money: deposited \there 
until such time as actual payments are 
required; 

(g) Such a policy would strengthen the short- 
term credit position of local governments, 
strengthen the financial capacity of the 
credit bank and make for a flexible 
and well organized transfer of payments. 

The experience of European countries having 

municipal credit banks indicates that the specialization 
of a single institution, insofar as the borrowing 


and particularly the long-term loan requirements of 
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municipal governments are concerned, accrues to the 
benefit of local authorities and leads to a more powerful 
position on the capital market in several respects: 

(a) Instead of lending relatively small 
amounts of money to a variety of local 
authorities -- whose credit worthiness 
perhaps has to be examined individually -- 
investors can lend much larger sums to 
an institution, the credit worthiness 
of which can be judged without any special 
know-how (the know-how is vested in the 
nature of the institution) about the 
eredit worthiness applicable to the 
local governments on whose behalf it 
borrows. 

(bo) A specialized lending institution is in 
a much better position to make use of 
all the opportunities the capital market 
has to offer than can the individual local 
authority. 

(c) A specialized institution is in a better 
position also to influence the ruling 
modalities on the capital market as to 
the needs and desires of the local 
authorities. 

European municipal credit banks (or institutions) 
operate in both non-federated and federates states.... 
Historically, many European countries are federal in 
character and have three levels of government: National, 


Provincial (or State) and Municipal. The nature of the 
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second level of government (Province, State, etc.) and 
the degree of decentralization as between the national, 
province or state, and the municipal governments varies 
substantially from one country to another.... For 
instance, in Western Germany there is a relatively 

high degree of autonomy for the provinces whereas in 
France there is a low degree for the "departements" 
which are more or less equivalent to a province. 

The following pages provide a general 
description of some of the national municipal credit 
institutions in European countries (as well as in some 
others); and, where no such institution exists, of 
the sources and methods whereby local governments obtain 


their credit and capital borrowing requirements. 


BELGIUM 

The"Credit Communal" of Belgium was founded 
in 1860. 

Prior to that time small municipalities were 
experiencing great difficulty in obtaining loans for 
municipal improvements. AS a rule, the only source 
available to them were the private banks and financial 
institutions and, on occasion, private individuals. 
Under these circumstances municipal loans were obtained 
under rather onerous conditions. Only the larger cities 
were able to issue their own securities and obtain 
capital funds at reasonable rates. 


As a result, the greater part of the 2600 


eotysy adnemarevog Lsqtotavm edt bas ,9tsta to eontvotg 
roH ..,..1sdtons o¢ yrsovoo sno mort ylistinstedve 
rd  Yievidsist s ek oneds “YasMIeD) AT9Je0W ak ,soastvent 
at esetedw asonivotg edt sol ymonosus to gergeb dgid 
"adnemed 1sgob" eit 10% sexgeb wol s ef etedt sonstd 
1 eontverg & ot dIneisviups eael 10 Siom e216 dotdw 
’ [S8T9M9Q 8 ebivorg eegsg giiwollot sdaT 
ih, gibeto Lseqtotavm [snolisn edt to smos to mofldgqitoeseb 
emor af ea [flew es) estitauoo aseqowd at enotiudivent 
to .etelxe sottudtsact dova on exsdw ,bas ;{(eredto 
gisido. ataematevog Lsool ydetenw ebodtem bas ssoi0)es edd 


ataemsittupst gaftwourod [sgiqss. bas tibeto riled? 


_MuULoIaa 


bebmyot asw avtaled to "“Isaummod tiberd"edt 
.OO08L at 

erew astitisqtotaum [fsme omic gsdz ot stoind 
rot ansol antnissdo at ytivoltttp gse%g gntonsiteqxs 
| sores ylao odt ,ofut 8 BA -esnemovotgul Isqlo rus 
{sfonsnli bas adasd edeving odd erow moedt ot olfdsiisvs 
elsubivibatl estsviug .gofesooo ao ,bas anofjusisant 
beatscde stow easol Isqitotnum aoonsvamyouto seeds tsbaU 
| eetitto tegist edt yflno .anotifbaos evoreno isdiss ‘tobrs 
afsido bas eslitjiuvoees nwo thedd sueet ot sids otow 
tanto | atest eldsnoasst gs ebaut isdiqso 


Q00S edd, to trsq tedsetg odd .tivest & BA 4 bon ivony 


a 


Nethercut & Young - A.9J2 - 


Terente, Ontaria 


"communes" of Belgium found it virtually impossible 
to obtain loans for their required municipal improvements. 
Towards the middle of the last century several 
studies were made in an endeavour to solve the problem. 
The matter was taken in hand by the National Government 
and the then Minister of Finance summarized the alter- 
natives as follows: 
(a) either the National Government would have 
to intervene and provide loan funds 
Girect to municipalities which would 
mean some loss of municipal autonomy 
in as much as the State would be 
responsible for the municipal loans; 
or 
(b) a private institution might be established 
the function of which would be to raise 
loans for municipalities with any profit 
from its operations accruing to the share- 
holders of the company. 
The Minister made it clear that what he had 
in mind was the creation of an institution or private 
company which would operate within well established 
business and financial methods. 
Out of this background there emerged the idea 
of creating a company, the shareholders of which would 
be borrowing local authorities, with the annual profits 
being distributed between them without any intervention 
from the Government. It was on this basis that the 
"Credit Communal" was founded as a limited liability 


company for a duration of 99, years.... This is #ill the 


Lednomevougin isqtoinum bextupsr stodd tol easol alsido og 


fetever yiuideo tasl aid to elbbim od¢ abyawot - ALY OXY 
meldorg odd sviloa ot trovsebns as mf bem stew eotbute 
iaemarevod Isnottsu edd yd —— ak nevsd esw rottsm sAv 
-retis ond pesismue sonsntt to todefniIm sedd odd bas 
:awolfot es asvitsn 
| oved bivow dnemareven [snoidell ed? reddte -?¢:3e 
| ebart asel esbiverq bas srisviedat og 
bivow dotdw setitisqtotavm of Jootrb 
ynonotius Isatotaum To eeol smoe nsesm 
od bivow etst@ odd ese coum es at 
;gnsol Isqtotaum add ot sldilanoqest 
LO 
bedetidstes ed tdgim aotdutident edsving Bs (d) 
seisit oF od ofuow dofriw to mottonui sdz 
Sttowg yas Addiw aeeiiifegtiofaum rot easol 
-sisda odd ot gntutoos anotisisgo ati mort 
»Urisqmoo sat to arebiod 
bsd od tesdw tedd wselo di sbsm tetalnalImM odT 
sisvitg to nolvudivgent as to nofissto say asw baltm at 
bedefidstes Ifsew nidtiw stsreqo Ofuow dofdw yasqmoo 
. ,ebodten I[stomantt bas @eonteud 
soebt sid beyrems sisdd bavotsNdosd afdd to ty0 
biuow dotdw to erebfodorsde ent .vasqioo 6 gntissets ‘to 
adttorq [sundaes oft dotw ,eektitodsus L[so0l yafwoutod ed 
solunsvisdat vas Juoddiw medt meswied betudiautelb anied 
edd vsedd elesd afcdd ao esw JL .dnmomeaisvop edd mort 
yiiltdsti betimt£ s as bebmuot asw "Lsavmmo0d gibex9" 


edd Offi ab afd?) as. satsey CC cto solisivb s tol yasqmoo 


Nethercut & Young - A.93 - 


Terente, Ontaric 


case, although the statute rules of the company are 
somewhat different from private limited liability 
companies. 

The "Credit Communal" was the first co-operativ 
association of local governments in the world. 
Economists such as Bernard Lavergne (a Frenchman) 
have assigned to this historic event the same importance 
as is ascribed to the creation of the first consumer 
co-operative society, "The Equitable Pioneers of 
Rochdale", 

The most important problem which the "Credit 
Communal" had to surmount at its inception was the matter 
of the guarantees of municipal loans. This was solved 
as follows: in 1860 some of the local taxes prevailing 
in the cities and towns of Belgium were abolished. These 
were replaced by a Central Fund ("Fonds communal") 
which .was derived from State imposed taxes and 
distributed each year between the municipalities. It 
was agreed that the "communes" would be allowed to turn 
over to the ‘Credit Communal" their part of the State 
collected taxes as a guarantee for the loans concluded 
by the "Credit Communal". Even today the contributions 
provided by the State authorities to local authorities 
are the principal warrant for the capital funds which 
local authorities borrow from the "Credit Communal". 

As indicated, the "Credit Communal" is owned 
by the local authorities, their share capital consisting 
of part of the consolidated long-term loans which the 
"Credit Communal” has made to local authorities. These 


loans are repayable by equal ammunities. Originally, 5 
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per cent of the amount of any consolidated loan 
represented a subscription to the share capital of the 
"Credit Communal" by the borrowing municipality. In 
1911, the share subscription of the municipalities 
was reduced to 1/10. Since 1949, when the practice 
of making consolidated loans was abolished, no further 
capital subscription has been required of local 
governments. 

The management of the company consists of a 
General Assembly which is composed of all the municipal 
shareholders represented either by their mayor, 
alderman, or a local eouncililor.. A Board of Directors, 
which is appointed by the General Assembly, administers 
the company who, in turn, appoints a Supervisory Committe 
for the general oversight of all the operations of the 
company, including the loans made to local authorities. 
The Board of Directors consists of nine members elected 
for six years. The "Credit Communal" now makes loans 
to provinces, municipalities, joint boards of local 
authorities and to some other local organizations, such 
as public assistance boards. The "Credit Communal" 
issues the following types of credits: 
1. Long-term Credits 

(a) Consolidated Loans: 

This type of loan credit has now been 
abandoned. Under it, the loan requirements 
of several municipalities were grouped and 
consolidated in one loan issue. The amounts 
obtained therefrom by each of the several 


municipalities were repayable in annuities, 
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including interest and capital. 

Originally, consolidated loans were 
granted for up to 60 years.... Subsequently, 
their duration was reduced to 30 years.... 
(The interest conditions did not change during 
the duration of the loan). 

As indicated, the capital required was 
obtained by long-term issues and distributed 
between the cities which had requested the 
loan.,.. The rate fixed for the duration of. the 
loan included all the issue and administration 
costs. As this kind of capital borrowing was 
only possible when the "Credit Communal" could 
issue bonds of at least 30 years, the consolidated 
loans were abandoned after the second World War 
when it became impossible to issue bonds in 
Belgium for more than five years (and in 
exceptional cases ten years). 

‘ (b) Non-consolidated Loans: 

Since 1948, loans granted by the "Credit 
Communal" to local authorities are repayable 
by annual amounts with a variable rate of 
interest. The rate is eusdd sess a years 
in June and in December. It is impossible to 
fix the rate for the whole duration of the 
loan as the capital funds are now provided by 
issues of short and medium-term bonds 
(1, 2, 3, 5 and 10 years) which, at their 
expiration, have to be replaced by new bonds, 


the rate of which may differ considerably 
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1 from thedld ones, It therefore follows that 
2 local authorities; when including such loans, 4d 
3 not know at the time when the loan is concluded 
4 what the rate will be over its duration.... 
5 AS a rule, it has always been lower than the 
6 public market rates. This is due principally 
t to the co-operative character of the company. 
8 As“pointed” out,’ there’ is’no* subscription 
9 of’ share’capital required from the local 
10 authority when non-consolidated loans are 
11 concluded. 
12 From 1948 to 1953 the long-term loans 
13 of the “Credit Communal” ranged from 20 to 
14 30 years; in 1953, the maximum duration was 
15 reduced to 20 years, in as much as at that 
16 time the issue of long-term bonds was not 
17 readily acceptable in the money market. 


18 2. Medium-term Loans 

19 These loans range from 5 to 10 years (except- 
20 ionally for 15 years). Theeprocedure in obtaining 

21 the loan is the same as for the non-consolidated long- 
22] term credit. 


23 3. Short-term Credits 


24 (a) For extraordinary Expenses: 

25 Loans under this heading would cover 
26 the borrowing needs of local authorities 

27 for unforeseen expenses of an obligatory 

28 character. In most instances, the National 
29 Government makes contributions towards such 


30 requirements of from 30 per cent to 60 per cent 
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However, as these grants are not always 
paid promptly, the "Credit Communal" 
discounts the promised amounts normally 
for a three-year period and, in exceptional 
Gases, for fiveiyears: 
(b) For Current Ordinary Expenses; 

In Belgium, the State collects certain 
local taxes which.are,.handed over to the 
"Credit Communal" to guarantee the annual 
service costs of municipal loans. There is 
frequently aclay however in turning the 
amounts over to the "Credit Communal". As a 
consequence, municipal governments require 
interim, credit. pending, the, payment, of. such 
taxes.f.For, this»spurpose, the estimated credit 
balance -- which is not necessary to cover 
interest and repayment costs of the loans 
granted to the municipality -- can be 
discounted to enable the "communes' to pay 
theircecurrentsexpenses: 

4, Direct Loans to Other. Public Bodies 

While, direct loans to municipalities. isthe 
most important function of the "Credit Communal", the 
institution also grants loans to provinces and other 
recognized public bodies. 

Ln. the case of, the nine provinces, in as 

much as all provincial taxes. are. collected. by the State, 
these taxes, as with the State collected municipal taxes, 
are paid to the "Credit Communal" where they remain 


eredited to each of the several provincial accounts and, 
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as with the municipalities, the unused surplus remains 
as a guarantee of any loan advanced to the provinces 
by the "Credit Communal". 

With respect to joint Boards of municipalities 
and other local organizations, in as much as these 
bodies do not raise taxes and there is no government 
fund for them, consequently they do not have any direct 
income centralized at the "Credit Communal" with which 
to guarantee their loans. For this reason, such bodies 
must obtain a municipal or provincial warrant which is 
tantamount to a guarantee for any loan accorded to 
them, 

Financial Assets 

The financial assets of the "Credit Communal" 
derive from the following sources; 

(a) Formerly long-term bonds were issued 

30 to 60 years and with these proceeds 
long-term loans were granted. Included 
in such loan obligations was a 5 per cent 
capital subscription to the shares of 
the "Credit Communal". At the end of 

the second World War the issuance of 
long-term bonds was abolished, but the 
municipal share capital still remains 

an asset of the company. 

(bo) The "Credit Communal” also operates 
savings departments. Deposits in savings 
accounts are callable on demand. 

Another source of the deposit 


assets of the "Credit Communal" is that 
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it acts as the banker for local authoritie 
and other local public bodies. Funds 

of these bodies’ remain on deposit for varying 
times. and, as indicated, a good portion 

of. them are earmarked. to cover the capital 
and. interest.cost repayments of any loan 

made to. these bodies. 

(c) In addition to State collected municipal 
taxes, local authorities also collect 
direct taxes and other revenues. These 
local taxes and revenues are deposited 
with the "Credit Communal". 

In recent years the "Credit 
Communal" has been accorded wide banking 
powers and can, in effect, provide full 
panking and loan facilities on behalf 
of local authorities, including savings 
deposits and the issuance of short-term, 
medium and long-term loans. 

The "Credit Communal" works closely with the 

private banks and, on the infrequent occasions when a 
larger municipality issues its own bonds, it acts. as 
liaison between the municipality and the bank and 


as the agent of the municipality. 


DENMARK. 
In Denmark the municipalities are not allowed 
to raise loans to meet current expenditure, but only 


to finance purchases of property and such new building 
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(roads, schools, hospitals, etc.) as cannot be financed 
from ordinary annual revenue. 

The municipalities raise loans "inter alia" 
from financial institutions (banks, savings banks and 
insurance companies, from the banks and associations 
mentioned below and from their own funds, etc. They 
also have access to loans on favourable terms granted 
by the State for the promotion of building activity. 

The loans can be raised by the issue of bonds, quoted 
on the Exchange, but, generally speaking, this is only 
resorted to for large loans. 

Municipal banking institutions proper are: 

(a) The Local Government Mortgage Credit 
Association, the business of which is to 
grant loans to municipalities or under 
the guarantee of a local government. 

Each municipality which thus contracts 
or guarantees loans automatically becoming 
a member of the association; 

(b) The Urban Municipalities" loan Society 
which, in some cases, assists the urban 
municipalities in raising loans and 
arranges the raising of collective loans. 

(c) In addition, "Den danske Landmandsbank" 
(the Danish .Farmers' Bank) has set up a 
special department for the grant of loans 
to municipalities and this is. also the 
case with "Kongeriget Danmarks Hypotekbank" 
(the second mortgage association for the 


Kingdom of Denmark), run by the State, a 
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department of which is authorized 

to grant loans to municipalities for the 
financing of local works and purchases, et¢., 
when the Ministry of the Interior is of 

the opinion that the work in question 


is in the public interest. 


GERMAN FEDERAL REPUBLIC q 
The .Ministry of, the Interior.,exercises 
Supervision over the local authorities and must authorize 
either direct or.by delegation all borrowings .by .the 

1ocal autoorities. The main lenders to .tne local 
authorities are the savings banks and giro (1) 
institutions. 

The savings banks organization is the main 
lender to local authorities in the Federal Rewaniste of 
Germany. The local authorities are not, however, obliged 
to contract loans solely with the savings banks organ- 
ization. They may also obtain loans from insurance 
companies, mortgage banks and other banks. The issue of 
registered bonds requires special approval by the 
appropriate Federal Minister. 

The savings bank may, grant the local authoritie 


loans up to a maximum of 123 per cent of their deposits. 


If the capacity of the.savings bank is not sufficient 


(1) The savings bank organization is a decentralized 
private banking system with a three-tier structure. The 
bottom tier and, at the same time, the most important 

is the savings bank. The second tier is formed by the 
central giro institution in each land (State) of the Federal 
Republic + Schleswig-Holstein, Hamburg, Bremen, Lower Saxony, 
Westphalia, North Rhine, Hesse, Rhineland-Palatinate, Saar, 
Baden, Wurttemberg and Bavaria. The top tier consists in the 
Deutsche Girozentrale - the chief institution of the system. 
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to satisy the loan requirements of a local authority, 
recourse may be had to the regional giro (savings bank) 
institution, which is not restricted in this respect. 
The regional giro institutions refinance themselves 

in part from the Deutsche Girozentrale-Deutsche 
Kommunalbank, the central institution of the German 
Savings bank organization, The latter body obtains 
the necessary funds for long-term loans by selling its 
communal bonds. on the capital market... It is a constant 
issuer and sells the bonds, to all interested parties 
without forming a.syndicate. The floating of an issue 
requires the authorization of the State, which has 
never been refused. 

The Deutsche Girozentrale-Deutsche Kommunalbank 
is not.obliged.to.use.the, preceeds: of .the sale of communa 
bonds and debt certificates.solely for.the-granting of 
Loans. to, local authorities... Tt eanvedvancey fonds to 
any borrower provided the loan is guaranteed by an 
authorized public authority. No security is required 
for loans to local authorities. 

The municipal authorities require mainly long- 
term loans which are redeemed in annuities. Consequently 
the terms of the communal bonds are so fixed that loans 
with terms of 25, 30 to 40 years can be granted. 

The sum of the loans granted by the Deutsche 
Gilrozentrale-Deutsche Kommunalbank is to a certain 
degree dependent on the sales of communal bonds and debt 
certificates; in other words, the Bank must restrict 


its lendings if the capital market is barren. 
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NETHERLANDS 

The Bank for Netherlands Municipalities 
("N.V. Bank voor Nederlandscha Gemeenten") in its 
present form was established in 1922. It was the 
successor of the "Gemeentelijke Creditetbank"”, which 
was established in 1914 on the initiative of the 
Netherlands Association of Local Authorities. 

Structure and Management 

The bank is a limited liability company of 
which 50 per cent of the share-capital (100 million 
guilders) is in the hands of the central government 
with the remaining 50 per cent being in the hands of 
municipalities, provinces and other public corporations, 
786 of the 982 Netherlands municipalities and 7 of the 
Li provinces are shareholders of the bank. 

Because it holds a large proportion of the 
shares, the State has the right to appoint two directors 
of the Netherlands Bank. But these have only an ordinary 
vote at meetings, both of the Board of Trustees and of it 
supervisory sub-committee. The number of votes of the 
central government in the meeting of shareholders is 
limited to six. (The same number as a local authority 
holding 28 or more shares). The central government, howeyer 
must approve the appointment of the bank managers, the issue 
of loans, any alteration. of the statutory regulations 
and the annual accounts. The fact that some of the 
transactions of the bank are subject to the approval of 
the State has not proved in practice that thereby the 
State's participation hampers in any way an independent 


banking policy. 
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Like every limited liability company the bank 
has a board of directors. The board consists of twelve 
persons.... One of its members is appointed by the Minister 
of Home Affairs, one by the Minister of Finance and two 
by the Association of Netherlands Municipalities. The 
other eight directors are appointed by the General 
Meeting of Shareholders. The management is in the hands 
of one manager and two assistant managers. 

The participation of the State imparts a very 
special character. to’ the institution. It-is this 
character which makes the bank a willing partner in 
helping to draw up and carry out plans to obviate any 
difficulties which happen to’ arise in connection with 
municipal credit. In general, it can be said that, if 
in times when capital or. credit demand exceeds supply a 
co-ordination is needed between the demands of the State 
and local authorities, such co-ordination is facilitated 
by the existence of a bank in which the State has both 
a shareholding and supervisory interest. 

Activities 
The principal functions of the Bank are: 
(a) the granting of long-term loans, short- 
term loans and current-account credits 
to local authorities and other public 
corporations, as well as to quasi public- 
corporations; 
(b) the settlement of claims and debts between 
the government and the municipalities 
are realized through the bank; 


(c) its primary task is to lend all possible 
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1 bank assistance to the local authorities. 
2 The credits of the Bank are financed by the 
3 following means: 
4 (a) the issue of bond loans; 
5 (bo) the contracting of long-term and short- 
6 term private loans with pension funds, 
7 ‘insurance companies, saving banks, and 
8 others; 
9 (c) deposits received from the local 
10 authorities and other public, as well as 
pe | quasi public corporations; 
12 (d) borrowing from the State occurs only 
13 in very special cases. 
14 At the end of 1961 the parliament of the 


15| Netherlands had before it a Bill for the purpose of 
16 regulating the financing of the capital expenditures of 


17 local authorities. The purposes of the Bill were threefold: 


18 (1) To assure a safe financing of the capital 

19 expenditures of local authorities, particular! 
20 the smaller municipalities. 

21 (2) To assure that the aggregate capital 

22 borrowing of local authorities on the capital 
23 market would be such as to maintain a 

24 desirable level of borrowing having regard 

25 to the cyclical fluctuations in the national 
26 economy. 

27 (3) To prevent a possible over-straining of 

28 the capital market in so far as the long- 

29 term capital requirements of local 

30 


governments are concerned. 
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The following table indicates the growth 
in the operations of the Netherlands Bank since its 


re-organization in 1922. 
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KEY FIGURES. SINCE 1922, 


(iM MtLt TONS OF GUILDERS) 


YAR SHoRE CAs LONG=TERM DEBTORS ON CURR NT= LONG=TORE PAYMENTS PAY Vi. To NUMBER OF” 
PITAL WO LOWS EX~ — CURRENTeAG= — ACLOUNT LOANS "BY TH TO TH HOLDERS. OF 
RESERVES TENDED COUNT CREDYTORS RAISED GOVERNMENT GOVERMENT CURRENT 

1) 1) Dy) AD TIME= 1) TO THE MU = BY THE ACLOUNTS 
OL POS ITS NIC MSL Ie MAC IPAs 1) 
{) THES LITIES: 2) 

1922 2,0 4 0,5 3,4 2,6 - e 49 

198 AVI 37,6 Mle i(,2 4,0 316,5 Wye 5/7 

1240) ee. 35,0 18,5 9,7 28,4 437,7 T2,3 Tie 

1950 9,8 200, | 76,8 53,8 {90,7 1.019,3 \22,2 1.085 

1960-120, | 3) 6, 124,4 ova) 21,8 6.039,4 2.809,6 96,7 1,334 

1961 -130,9 4) 6.674,6 5) 120,8 2324 6.485,6 3.295,8 324,5 1.329 6) 


1) [ND OF YEAR FIGURES. 

?) NUMBER OF CORPORATIONS USING THE SERVICE OF THE BANK TO RECEIVE FUNDS OR TO MAKE PAYMENTS, 
3) SHARE CAPITAL F. 90.217.000,-=, OF WHICH UNCALLED F. 74, 764.400,-— » 

4) SHARE CAPITAL F, 100,000.000,--, OF WHICH UNCALLED F. &3,549,000,-- . 


5) Loans OUTSTANDING AT 3lsT DECEMBER, 1961, REPRESENTED CLAIMS MANE UP 43 FOLLOWS: 


NUMBER OF LOANS AMOUNT 

PROVINCES VW F. 25.948,480, == 
MUNICIPALITIES 24,22] " 6,363, 960.443,47 
POLDER BoaRDS (14) 66 " 3.937. 752, 76 
PuBLic UTILITIES 138 Pesos lie 
SCHOCLS Se5 Ws 94. 167. 167-08 
BUILDING SOCIETIES 92 i 49.900, 709,55 
OTHERS (31 i 43,291,558, 75 

25. 184 Fa 66674.560.003 33 


6) INCLUDING 969 OF THE 982 NETHERLANDS MUNICIPALITIESS THE NUMBER OF MUNICIPALITIES DECREASES RECAUSE 
THERE 1G A TENDENCY TO FORM BIGGER MUNICIPALITIES CUT OF LITTLE ONES, 
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The over-all picture with respect to municipal 
borrowing in Spain in 1925 was somewhat as follows: 

(a) The Stock Exchanges of Madrid and 

Barcelona absorbed the borrowing require- 
ments of the two larger cities (70 per 
cent of the total municipal debt); and, 
to a lesser extent, certain of the 
provincial capital cities; 

(bo) The Savings Funds institutions in the 
provinces provided the credit require- 
ments of some municipalities, such 
loans being secured by the bonds of ‘the 

“p¥révineess; 

(c) Only 5 per cent of the aggregate of 
Spanish municipalities had contracted 
loan obligations. It was only under 
exceptional circumstances that they 
could borrow funds for capital works 
or other purposes. 

Under these circumstances the credit and 
borrowing needs of municipal governments were wholly 
inadequate. This fact was recognized by the National 
Government and, in a municipal statute passed in 1924, 
authorization was given for the setting up of a National 
Municipal ending institution. For the purpose it was 
decided to establish a Municipal or Communal Credit 
Bank which would have the direct support of the capital 
market, to which end it was recognized that the bank 


would have to be provided with the means necessary to 
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carry on its functions and to establish the confidence 
of the market. 

In general, the premises upon which the bank 
was founded and its modus operandi can be summarized 
as follows: The difficulty of having the market know, 
evaluate and accept the guarantee of each and every 
municipality that required credit would be overcome 
if there was an official institution that would be worthy 
of the confidence of the market and that could perform 
this function and which, through its consolidated 
strength, could obtain at minimum interest costs the 
borrowing requirements of local governments. 

In effect, therefore, the local Credit. Bank 
of Spain serves as a liaison and as an agent between 
the capital market and the municipalities. ._Thus, the 
possibilities of obtaining credit are common to all of 
them, and not, limited only to. the larger cities... 
In the market there is no debtor municipality, but only 
the local Credit Bank which represents the aggregate 
of the resources of all the municipalities, all of 
which are pledged to secure the obligations contracted, 
with the Credit Bank being responsible for the servicing 
of the aggregate debt obligations... The bank maintains 
a continuous re-evaluation of the borrowing potential 
of every municipality. Within that potential the bank 
undertakes to obtain from the capital market the borrowin 
requirements of the municipality. 

The bank was established on July 22, 1925. 
It is an official government bank and operates as a stock 


company with both private and public shareholders. Its 
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initial capital was Ptas 25 million. Its present capital 
consists of 100,000 shares of a value of Ptas 500 each, 
of which 40 per cent is subscribed by municipal 
governments... The Board of Administration of the bank 
is presided over by a Governor who is appointed by the 
National Government and he, in turn, appoints two 

Deputy Governors... Elected representatives of both 

the private shareholders and the municipal shareholders 
constitute the Board cf Administration with the provision 
being made whereby the municipal shareholders exercise 
certain powers alone. 

The bank has the power of issuing local credit 
bonds (or share certificates) to cover the amounts of the 
loans contracted by the borrowing municipalities. These 
bonds or share certificates known as "Cedulas" are an 
instrument devised by the bank to facilitate and direct 
local capital into municipal undertakings. No other 
entity may issue "Cedules" so that this form of invest- 
ment is strictly limited to municipal credit require- 
ments... In possible cases of default by a municipality, 
the bank is authorized to establish executory proceedings 
on the municipality through means of compulsory collectio 
of any amounts in default. There have been a few 
threatened defaults (coinciding with the financial crisis 
of 1930) but the executory proceedings were immediately 
put into effect so that in no single Sub did the 
threatened default develop. Not even the contingencies 
of the Civil War result in a municipal default, nor have 
any developed since then. 


The local credit bonds (Cedulas) issued by 
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the bank immediately attracted the attention of the 
market and were broadly accepted not only by the market, 
but by the private banks and other sources of private 
investment. 

The number of loan transactions entered into 
between the period 1925 to 1960 totalled 3,526, involving 
more than Ptas 9,200 million, loaned to more ears 2,000 
local governments.» ‘The rural municipalities, small towns 
and large cities have all utilized the facilities of the 
bank without any discrimination whatsoever. The smallest 
loan granted was to the town of Castronuevo in the amount 
of Ptas*27,000° for’ a public services building. » The 
largest loan was in the amount of Ptas 550 million to 
the City of Barcelona for the improvement of urban 
transportation. 

Since its inception only five municipal 
governments, because of special circumstances, have 


placed their securities directly on the market with the 


co-operation of the local Credit Bank which provides 


municipal governments with full technical facilities 
and financial planning of their borrowing requirements. 
The bank commenced its operations by giving 
preference to municipal improvements of a self-liquidating 
nature, even though it did not exclude other types 
of municipal undertakings that required urgent attention. 
Its initial effort, however, was to fill the void created 
by the inability of municipal governments to establish 
acceptable credit in the money market and, particularly, 
for the smaller municipalities who, as indicated, were 


finding it difficult to obtain their borrowing 
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requirements from any source, 

Within the framework of this policy, the bank's 
early operations were, to a large extent, confined 
to providing the capital costs of water and sewerage 
systems, markets, abattoirs, schools and road 
construction... Since 1940, loans have been extended 
to include such items as housing, urban transportation 
and re-development..... Of the total loans granted in 
1960 (Ptas 2,042 million) 50 per cent represented loans 
for water supply and sewer construction; 30 per cent 
represented loans for urban transportation; 14 per cent 
for schools, welfare and related purposes; 6 per cent 
for urban re-development; 3 per cent for local roads 
and highways and 3 per cent for municipal buildings. 

From the inception of the bank the local 
eredit "Cedula" has been an important instrument in 
providing the borrowing requirements of municipal 
governments, The first issue of "Cedulas" took place 
in 1925. Originally they bore an interest of 6 per cent 
per annum. In 1942, all "Cedulas" in circulation 
were converted into an issue bearing a rate of 4 per cent 
per.annum.,...This,.rate.is.still.in force....wWhile,.,the 
interest rate of the new issue was lowered, a fully 
compensating measure was introduced whereby "Cedulas" 
were exempted from all taxation (national, provincial 
or municipal). There have been ten subsequent issues 
of "Cedulas", all tax exempt, bearing a 4 per cent 
interest rate. 
Another attractive feature of the "Cedula" 


is the provision whereby there are annual draws or prizes 
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for "Cedula’ owners, somewhat in the same manner as the 
"ponus bonds" of the United Kingdom. The prizes are of 
three kinds: 

(a) fixed prizes for each issue -- one of 
Ptas 250,000, one of Ptas 100,000 and several 
of twice the nominal value of the "Cedula" 

(b). variable prizes for all issues, establishe 
by sharing in the profits of the bank. 

In the year 1960, this resulted in the 
distribution of Ptas 3,707,000 among 
719 "Cedulas"; 

(c) variable prizes for all issues by 
distribution of a fund set up’ by a special 
commission of 1 per cent on all loans 
Since December 1956. 

The bank has become a firmly established 

financial institution in Spain with the total amount 

of loans authorized in 1960 amounting to Ptas 2,042 
million... . The policy of. its earlier years whereby 

loans were restricted, in the main, to self-liquidating 
projects, has given. way. to,a much, broader. policy.,; .The 
criteria now is whether a project has a social usefulness 
If it has, and providing there is some reason to believe 
the municipality can fulfill its debt obligation, the 
bank will undertake to arrange that the municipality 


is able to discharge its loan obligation. 
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UNITED KINGDOM 

Municipal authorities in the United Kingdom 
are required by law to raise sufficient revenue to 
discharge their current expenditures so that borrowing 
is generally confined to specific capital purposes. 

Long-term loans may be raised by local 
authorities for financing capital expenditures, e.g. the 
acquisition of land, the erection of buildings and other 
permanent work, and similar purposes. With very few 
exceptions, long-term loans are subject to the consent 
of the Minister of Housing and local Government who is 
guided by the recommendations of the government 
department responsible for the service for which the 
capital is required. Borrowing powers for specific 
schemes are sometimes included among the provisions 
of local Acts, while the London County Council goes 
each year to Parliament for sanction to raise the money i 
needs for capital expenditure. | 

Local authorities raise loans by eae ne stock 
upon the Stock Exchange, by internal borrowing (e.g. 
from superannuation funds), by private mortgage (e.g. 
from savings banks), or on mortgage from the Public Works 
Loan Board which is financed by the Exchequer. In some 
circumstances, one local authority may borrow from 
another, €.g. a parlsh counell from a county council. 
Money may also be borrowed temporarily, e.g. by bank 
overdraft pending the receipt of revenues or the 
raising of a loan. 

Loans must be repaid within a period of years 


(fixed usually by the department which recommends the loam) 
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which varies according to the anticipated life of the 
capital assets for which the loan is raised, and is 
never longer than eighty years. Municipal authorities 
may borrow from any source provided the security given 
is of an authorized nature; for example, loans on 
mortgage. The mortgages referred to are given on 
security of the rates and revenues of the borrowing 
municipality, but alternative forms of loans are also 
available; for example, local bonds and bills, housing 
bonds, bank overdraft. 

There is no special local government bank 
operating on behalf of local authorities in the United 
Kingdom, although the Public Works Loan Board has some 
of the charzcteristics of a national municipal loan 
institution. It is the only department of the Government 
of the United Kingdom which is entirely concerned with 
the financing requirements of local government. The 
Board is a statutory body for which the Chancellor of 
the Exchequer has parliamentary responsibility and local 
governments may borrow from it at rates fixed by the | 
Treasury. 

All loans from the Public Works Loan Board 
are repaid by instalments; other loans may be repaid 
either by instalments or by means of a sinking fund.... 
The rates of interest for loans from the Public 
Works Loan Board are fixed from time to time by the 
Treasury to correspond broadly with current market 


rates. 
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IRELAND 

All local authorities in Ireland have power 
to raise loans by issue of stock. The issue and terms 
require sanction from the Minister of Finance. In 
practice, only two local authorities raise loans by 
this method, viz..the Corporation of Dublin and the 
Corporation of Cork. 

There is no special local government bank in 
Ireland, although there is a local loans Fund which is 
a fund financed by the Central Government for the 
purpose of facilitating municipal capital borrowing. 
Most local authorities contract loans through this 
government fund. The usual period of such loans is 
thirty-five or fifty years and the interest rate generall 
is lower than the going market rate for. capital funds. 
In 1960, it was 3+ per cent for “municipal" loans 
and 23 per cent for "housing" loans. 

Short-term borrowing is usually done with 
the ordinary commercial banks on such occasions when 
eredit facilities are required to tide a local authority 
over a period of temporary difficulty pending receipt 


of income from the rates, 


ITALY 


Municipal authorities in Italy may contract 
loans for the specific purposeslaid down by municipal 
law, such as public works of an obligatory nature, 
ieee dat mee housing, payment of outstanding debts, 


and tc balance deficits in the municipal budget. 
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These loans may be contracted with special 
loan establishments such as the "Deposit and Loan Bank", 
the savings banks and other credit and loan institutions. 
Municipal loans are covered by assignments on municipal 
Sur-taxes and on local taxes. These loans are generally 
repaid by means of uniform annual instalments comprising 
the capital and the interest. Municipalities are forbidden 
to contract loans abroad. 

To meet: their current credit requirements 
municipalities may contract loans in the form of drafts 
for a sum which must not be more than 1/8 of the 
ordinary budget receipts. 

Municipalities may also issue stocks. This 
method, however, is only used by the larger municipalitie 
and the stocks are quoted on the Stock Exchange. 

There is no special bank for local government 
credit requirements although the "Deposit and Loan Bank", 
which sexiiinés all the deposits of post office savings 
banks, judicial deposits, ete., and which uses these 
assets for loans to public bodies, such as the 
municipalities and the provinces, by its nature, performs 
much of the purposes normally undertaken by national 


municipal loaning institutions. 


FRANCE 

Municipal governments in France are authorized 
to contract loans for municipal public works undertakings 
There is no special national lending institution so that 


municipalities borrow from whatever source they can 
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obtain funds from. The only restriction is in the case 
of loans which are intended to meet the municipal cost 
of works that have been subsidized in part by the 
national government. 

For such loans the municipalities are obliged 
to have recourse to "local" loan sources. While local 
loans are originally what the word implies, namely 
loans from "local" sources, in practice a local loan 
now has come to mean a loan from any source other than 
certain public State Banks whose funds are specifically 
reserved for specified purposes and do not include 
municipal purposes. 

The larger cities such as Paris and Marseilles 
issue their own securities which are quoted on the Stock 
Exchange. Other municipalities can avail themselves 
of a special government administrative agency known as 
the "Deposit and Consignment Office". This agency 
of the National government operates what is known as 
"The Fund for Administering Loans of Local Authorities". 
It does not act as an intermediary for the municipalities 
in obtaining loans but only as the custodian and 
administrator of such loans after they have been negotiated 
by the borrowing municipality. While it in no way guarantee 
a municipal loan, the fact that the loan is under its 
administration gives to the loan an added receptivity 

in the market. The supervision of such loans is under 
the control of a committee comprised of representatives 
of the municipalities, the departments and the National 
Federation of Local Authorities. 


The assets represented by the municipal loans 
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being administered by the Deposit and Consignment office 
are listed and quoted on the Stock Exchange under the 

name of the Municipal Administration Fund. This provides 

a market for such assets which would not be possible 

for each individual loan represented by the assets 

owing to the smallness of many of such loans and the fact 
that a large part of the borrowings are those of relatively 


small communities. 


TURKEY 

Local authorities in Turkey may raise loans 
with the approval of the state supervisory authority. 
Such loans must be for capital expenditures only. 
Municipal loans to cover current expenditure are 
forbidden. 

In most instances, the municipalities obtain 
their borrowing requirements from the Departmental: Bank. 
This is a public credit institution, founded in 1945, 
on the basis of intermunicipal co-operation, to replace 
the Municipal Bank founded in 1930. 

The Departmental Bank has a capital of 200,000,Q0C 
Turkish pounds, the shareholders being the departments 
(or provinces), urban municipalities and rural villages. 
The departments and municipalities are required by law 
to remit to the bank annually one-twentieth of their 
ordinary annual revenue as their share in the bank's 
capital until this has been fully paid up. The villages, 
though shareholders in the bank, make no payment, their 


contribution being represented by three per cent of the 
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1! revenue of the rates on built-up property which is 

2 collected and paid into the bank by the departments 

3 and by thirty per cent of the net annual profit made by 


4 the bank. 


5 The purpose of the bank is to lend to local 
6| authorities -- at a reduced rate and on advantageous 
7 terms -- the funds necessary for municipal. equipment 


8 and for carrying out programmes of urban improvement 

9 and municipal public works. 

10 Local authorities can borrow from other 

11 sources besides the Hioarteeatat Bank. However, they 

12 cannot issue stocks and shares. In 1953 in order to 

13 facilitate urban re-development and municipal improvement 
14 in the larger aathes and towns the government authorized 
15 such municipalities to issue debenture bonds redeemable 
16] in twenty years. Such bonds must be approved by the 

17 government and the borrowing arranged with the Banque 

18 de Credit Foncier de Turquie. The bonds are backed 


19 by a government guarantee. 


NORWAY 
The National Government of Norway have established 

what is known as a "Kommunalbanken". The Kommunalbanken 

is, as its name implies, a municipal bank. It is the 
principal source of municipal capital funds in Norway 
although municipalities may also contract loans from 
private persons, banks or directly from the state or 

other financial bodies. They may also raise loans by the 


issue of stocks on the Stock Exchange. 
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Municipal governments in Sweden may contract 
loans, in principle, from anyone including loans by 
the issue of stock although this is not a frequent 
practice. There is no national municipal lending 
institution in Sweden. 

The capital, Stockholm, is the only municipalit 


in Sweden which borrows money by issuing bonds. 


FINLAND 
Local authorities in Finland may contract 
loans from any source... Loans with an amortization 
period exceeding five years, however, require the 
approval of a central government authority. The approving 
authority for rural communities is the County Administrator 
and for cities and towns it is the Minister of the 
Interior. 
There is no national municipal lending institutior 


in Finland. 


AUSTRIA 

Local authorities in Austria are permitted 
to raise loans, which they do from private individuals, 
banks, the State and, more particularly, from lending 
institutions of various kinds. Loans are secured by 
mortgaging the income of the municipality. 

Loans can also be raised by the issue of 


debentures quoted on the Stock Exchange. 
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There is no special local government bank 


operating on behalf of local authorities in Austria. 
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APPENDIX "B" 


MUNICIPAL FINANCIAL STATISTICS (1933-1959) 


1. Net General Revenues by Major 
Tax and Other Revenue Sources. 


2. Total Net General Revenue by 
Province. 


3. Net General Expenditures by Major 
Function. 


4, Total Net General Expenditure 
by Province. 


5.! Direct and Indirect Debt. 


e " , 
lg 


ryt perraee eds meee 
7 wk « ' ail ref ada 
Aye a 


T0hsM yd esuneveH Istonep tev 
.29o0mroe sunsvel tedvO bas xsT 


yd suneveH IsteneDd tow IstoT .S 
. sontvonrg 


; xobsM yd eemudtbmeqxd Letened dou. | a | 
a mold ont 


j i 7 
| 
feh 

, ae 


eee {stened go IstoT .H %, 
L soniverd <d 


a | .tdo@ toentbal bas toorta .2 


i 


(NOLL dwog WI93dS) °S°S°O = F30NMS 


S 
9 
7 ¢ 
g ik 
8. 2) 
1S€ 9 ore 3. oc LI 9 262 ¢ al2 ! 6 
Zee Z GLE 6S ve 9! 6 Ole 62 Gl2 - 2} - - 9ov6l 
6ly 9 elt 2 ec 6! Oo! Ise ve toe - €} - -  L6) 
1Lp 8 €9r 2 Of (ord 2) €6€ Ip Lee - Ss} - - stl 
\2s 6 2is 6L 2b v2 €j €e> 8b 69€ - 9) - -  6r6) 
ee S} 09S zB te $2 re] QL €s O0r - ford - - ossl 
+39 ve loss) 06 @r 62 €} OLS oO} ies 2 l2 - - 1551 
GL 62 LEL ‘16 ly o€ ral 9 +] 00 zZ oe - - zl 
158 Of 118 101 2 € 9} ool €| ISS 2 $e - - esl 
el6 FA os eh 09 9 va} €9L S} 60d. 2 Le - - +I 
836 Gp €r6 Si 19 2£ 6! 9ze ey] ¥9L € ep - - ccs 
6or') 2s soba} eel a ce oz +26 Ol oss € is = - 956} 
72") vL oe! ‘I eri 12 Le zz ECO a ot ¢l6 € €S = - LSB) 
éle‘} foc] y6e"| 291 3.) Gp $2 Zest eae Ol o90'} + es - - sé! 
= crs" 16 Gr} ell '30)| Gp z jez‘) 8 9611 € bh os - 66! 
s -3 3) (9; (8-0) ) UHIO SaSld SLIY3d ToS Asides Sane G3TS Wo av Urs 
> aS TBA 913 ‘S310l WLOL aniGABe “yaLNa S3SN2OI1 ; SOL UGHIG TNDSYSd UHLO Se Gi 0) 
= 132n “Sais Wd NS UAHLO pane ir $3931 WwidL ONY Wau “S5Nao =1GN 4890, 
Ss S meeslanl =H AON E Wo! ~NHSAOD IAL eae Yel 25H 
3 Es, SLNaWAY SeDIRS TSE ERTIES a 
> ~ WHONTAGYd*O saunengt YHio“e NOLLY XS LON 
oS I 
s = (SuvTI00_30_SNOITI 4) 
= 6Gi - Ceo) SA GIS Se trt 
SOUS 3N“BASS VA LO GN XVL sores AG SiWSASY Tesh LSN = LNAWNYSAOS TWdlOtNny 


< 
oy) 
hd 
fc 


Gao) = EEC) s2.3Y caTsa me ; 
ASLO 30 SMotls) 


WOITLA TB 
aTOd HEI - ~EVISS : : eet sod 
FTO TG cent . t TCT GK Ses AavGe fi HAUG 


EDS be 1 Pa E325} J : 254-7 FTO jVGcRH AGT de ol¥ FD 


93i70_ 23e1sg_ eT] 23RT YRS 232 232 we _ am 
ie ae ee oe is} 5 Bil & 8 2 
Sl m@  @ as Se1,$ O01 080, | & “2 = ~ be! 
oe 6 6e6C«COCt*«‘SSs r,t + sre . oe 2: . 
ei om +e 6s ase ts . 38.33 - eel 
a #8 Ss 2! ae sf NT : & x - eet 
a ok as ya n° ae -~ set 
Pe a at ox ele Si ae .- ae 
e 806th OOO ao a of Ss! oe - = 
ro se et oe Of g?  & a 
Ss ff Bs at ere 2 om “a Ss . ~ 
2 . & e! a | 8 6 
8 ss. % St - ROE is vee + a < = eI 
2 s = ef a we 868 | =} ti . - veel 
v we  « al @ se 8S as “OS - - ase} 
a 2 c€ Ti s ss +s H 8 ‘ - eel 
v s 8° w a sas cs os : a = > ey 
£ oom & Ss} & ass 4S tes - + & - $e : 
z Se s oO t as Ss os a € } eee! : 
£ bor 8 eS we. 33s is ve ee E ) Tee 
« #95 ae. a es st Ss a" b = £801 2 


(voaTeuremod 4419292) 62.8.0 <S0nu02 


~_— -—- Pt eS ee ee —. hep = - Se i ee ee ee ee 


a 


*{NOILV dwOO Wwioads) *s°A"g = =20”uNAS 


ee ee ee ee Ke ee Se 


v6 €& oz ra} 61 821 €L S 6 = = €661 
LOE Zz iz SI oz ee! ig 9 6 = = L€61 
Ze +2 & 22 Fd 1€1 +8 L ol - - 6E8I 
vee Z & rd 12 cel 25 8 Oo} - = \v6! 
Bre Lz lz o€ Zz 82) +6 8 Hl 1 - or6! 
1SE 2 a2 le & 21 00! 6 FA ! > cr6! 
28e 9r6 | 
6ir Lv6} 
TETIVAY LON NYOGMSYS 
it erél 
126 661 
gc 0561 
1eg iss) 8S Ob ra 2 ze) 91 02 ! 2 156) 
99L aL 69 1s Gr 862 61 6! €& zZ 2 2561 
It LL OL is or 6I€ Liz 12 ve 2 2 es5| 
816 +8 fo) 2 6h O9e 92 ze fed 2 € +B) 
836 18 ia 99 6s QOb 6&2 ve Z zZ € oe] 
6ot‘! (oe) 16 vi 6s eS i92 92 o€ 2 v 9561 
tee") gi ran el ce) 61S 62 Of +e 2 $ LS6} 
6Le'| 9€1 L2\ 2) 2) 29S 92€ ee 9€ € Ss B56! 
ost 1St feisd| is2] OE g29 ese oe 6e € 6551 
a i 
yOrM ONVTS | 
WLOL VIGWTHO vinagh NVMSHILY VeOL | NVW O1ev.LND o3gan)) -SNWE vi Loos Gewadg GNVTONN03 wea 
HSILING -ySVS M3N VAON BONIUg =-"3N 


ee ee ee eee 


(suvTiog 30, SNO!T1IW) 
6S61 - E661 =SHBA GALOIS 
( SLNGWNNSNOD TWIONI AUS WOR4_SHIISNWSL TEN LLICNOOND SNIGATOII ) 


NN TRAE) 


JONI AOd AG SNNGASY WS3NID 13N WLOL ~ SINGANBSAOD TALOEN 


=> 
S ° 
S = 
oe ss 
= 
~~ & 
~ Ps 
s & 
Sy cS 
a = 
S S 


= GET *¥ - 


vy 
ww 


- » vw WwW YY LY & oe 


"9? @HR &@ SS B 
“unweoanm » 


8 


ae 4 © Bb © 


See 


of VONTA@Oo Jarsae@) 6208.0 :S0KUOE — 


a Se 


*(NOLLVTI WOO 7v1d3dS} -sta’g 230s SNL | GN3dXZ VORLO u NI Q3q013Nj (7) 
pe ee ee ee eee, 
Bes 238 (v) (v) er) Le Tile zb S| £61 
362 28 (v) (v) es ge re 6€ S| 161 
90€ f=] (v) (v) zs 82 rie) ce 9] 6061 
vez 26 (v) (¥) Le eS x 98 €2 91 161 
20€ +6 (v) (v) Iv ce 6 or S| er6! 
bre 6€ €b Or 62 SP 0! 91 12 Sr6) 
16€ ball (v) (v) ze 19 Stl 6€ 12 9r6| 
ler Let (v) (¥) oe 2 Se} ly 92 Lv6\ 
SS ar (v) (9) 82 06 is) es c£ er6l 
619 3sI (v) (v) 1€ 20! oz iL LE 6161 
289 LL (v) (v) cE oll Oe bh Or Ossi 
£82 zt re) cS 9€ 21 682 Ge Iv 1961 
106 oI 30)| 29 6£ Ly} 1e€ le 2S 2c6! 
o10't ZsI i el Sb 191 ae l2 2 S3i 
Zi‘ I Zi2 82) al Os 9L\ +8E 62 ise) >S6l 
ect *t 6L\ Sr} 68 as \2z 98E €€ s9 os) 
sre" ir 951 101 ig 9e2 Orr t€ od 961 
e6r*| 622 elt 60! 3 962 +6 2€ 2) L561 
+6S"| Ie 161 121 101 60E ZS ve cL 956! 
ese) v2 rAd 62} ait ove sec) se 99 6S 
Se ee ge aa eS ee eee 
ieee 
TWLOlL YSHLO R SNOSI3d 1,;A09 S3ARVRD ?NNWANOD % Nojilvond3 RVI HLTH yVaA 
NO|LOSLOY, WHBNS 1gag LSOdSNve L qWw190S 


ee I 


(suvTiog 40 SNOITW) 
6561] - €€61 *SivaA GaLosT3s 


Torente, Ontarie 


Nethercut & Young 


‘Ri - eee aweY Gee 
fenesso0 30 evo) 


nnd 4 WOITAWOR 


BR KR 


Hea 


gS 
sse 
ee 
Opp 
_ ae ee 
ee % 
are 
1g€ 
eas 
as 
oRS 


ae me 


S(NDLLVAI dD Twidads) “*S*7G  F3DINUS 


“nnd Wilda 41) LD SYALI GHG JON LN £290 (5) 
*(sONna Twildvo 3) ino NIITMIW Ost STDOHOE HIS SuAL) WSd¥s WLid7o S3SVON wt} 


spe Zz él al oz ez] & 9 6 | = ee] 
362 Z2 Oe al 1Z ral S £ Ol - LEI 
90€ eZ 12 Oz iz Zu 16 w ol \ - BEAI 
+62 Zz \2 12 oz 21 8 al ' - 16! 
aoe ve rd v2 Oz oll &S L }) | - evel 
+e 32 92 iz v2 921 26 6 1 i = 6! 
168 a6 
Li Lvét 
SS TIETIVA) LON NMOOWSIE 26! 
619 6rél 
Zag ¥! 
ist cL OL Vee oF v6 102 oz Z Z { iG6l 
106 & 16 ro cr 6 Lez 2 l2 2 2 251 
010‘! S ell 19 es 6LE 1S 92 iz rd € ep 
zet| fay) call roo] 3s gos (8) 46l Le 62 € € +c6I 
eli" ont o2t tL 2) OS (a) He 62 82 € € Gi 
sie‘t vel aa] 3 99 209 4a) 62 cf ce € ¢ 61 
a6 * | Bi] est) 63 iL 669 (a) Sr ve 6£ € L Li 
ros‘) 191 gsi 96 oT Led (ay 22 6€ & ¢ 9 acé! 
ese‘) 981 oI 801 os) oze (yy) ALE it Ly € 9 6S 


T LoL YESAaTIo ‘user NANOHOLY SOOLINAL Ou? LNO g3gan0 YOU MSNS 1109S ans! ONETONYS 
HS}LIYE ASVS MON AON guumd3 <Man 
BON Ud 


ee 


Torente, Ontario 


(StzTTo¢ Jo suoTTTT!) 
6$6L-=-€661~ + SUVEA CELOETAS 


Nethercut & Young 


ee ra rr er ee Dee sae 


GOLAOUd AG TUNLIGNAGKE TVUaNGO TaN Tc — LNSRNuAOO Td TOINGN 


vs 


ae eR ee @ 


HRT TRE 
PEERS TRI 


i 


ny 


Bw h & 


“he 
VEREHOTA 


Sere ~ a 


—_— , es ane 
SOOT = OPETVD = 3D OL WevuA 


(eralfor code enoLtizit) 


Ba aaR BB ag 
g 


DUS dIEM. TOV OOKSRB 


asi Se 
on eB 
01 3 
SH ie 
af ae 
€Si roa 


a | 


oct 


eee 
CRAWSS 
Wei 


Avo 
BsTOL2 


882d BB 


=e TUR 
CaaS URPURIaE 


oie 


WW wy 


Sf 2a He SAT WO SSTHGAD CAB soAT Co} 
HAR JATIN D Tus BRUT! WAS Sto Tov e300 t 4) 


AWOTANIINOS Ja1gaae) 42.2.0 s30HrS 


a a ee ee oe 


(Nol Lvtdwoo loads} °s°s°c +3a0NNS 


tor‘! ait bh 2) 00! Ors gos Ze 62 2 = e6t 
geet att 19 fiz) 96 9 LOS €2 lz € = L261 
Ie aa) 2 86 2 Ely €2S Zz rd € = 6o6} 
biel i59)| LS ig aL ave 60S rd fond € = (v6! 
340'1 €6 Os OL 09 2aZ ely 6t Zz 2 = P61 
266 Sv6l 
£86 or61 
916 Lv6) 
904} Be VAY LON NMODMVaYS 86) 
cit‘t 6v6I 
eze'| Oss! 
$a‘! 1S! G2\ Lp 99 OS 6 Le Sr ’ + 1S! 
rae‘! 131 Srl 6 69 €29 209 +S zs % S- 26! 
ago'2 961 191 is €L OL 199 Qs 9S a 9 £S6I 
ose ‘2 602 12 €L ts) +3 ZLL 9 19 c L +61 
2992 ele 192 ee) +6 Sr6 fess) 69 re) 9 i SSI 
goofe gaz Lie 66 iee)| ont 696 +L el 9 +] 361 
ige‘e IE SOE itl ai 992'1 sz0'| 2 QL L ra is6} 
ezaE we 86 vel fod] Ov't 86t ‘! 68 3 9 ey) B61 
eee > i333 Sip vl eri ats} Zev") os) ool L 61 6S! 
oS ee. 
= tere ee ee GNYTS} 
WwloL PIGWTDD yin3aet NVM3HOLY VaoLI Nv OTY7.LNO 9s3a3n* WOIMSNWE vILOoS QUVACS ONETIGNI03 yVvaA 
HSiLieg =yxS7S MIN VAON BONISd =\3N 


ee 


Nethercut & Young 
Terente, Ontaric 


(steTTog JO SUCTTITTK) 
1 - €€6l iSHVTA CPLOPTVS WOM STONTACUd Ad 
T LOMIGN CNY LOFsld SUT HNSHAOD T¥dIOINM 


Herring 


AE @ALDO 


a & 


a 8 


% 


a SARE 
ATR Aw TA 


i) 


ve 


4 8 


8 @ # 


@eeyy 


SECTIVAM = _GtAATVO ORs) OEWOMARB-  AyTOOe = GAB cues Rasy 


t 

a 

y 

a 

S a 
vy re) is é a Fao 
$83 a a » a Seat 
SS bao ss + e: Ste} 
Se vs _& 2 1224 
RI 
eee! 
harcnays TOK WiCcAIAS eet 
THI 
anor 
ene! 
“sys 25 5S $ = Eel 
ead sS 3s € - ial 
esc ss SS e - £2! 
we es Ss € =» veet 
m SS as s Oe heir 2ERi 


Re EC SEIN SEE NAS SEER SETS 
(votTss10d 3.19398) 2.8.0  ssOMWe 


Kee 7 ek) P 


Roval Connmission 
on 
Banking and Finance 


THE GOVERNMENT OF THE PROVINCE OF ONTARIO 


Hearings 
held at 


OTTAWA 


Pol, | ot Date. 


56 October 30. 1962 


@Pffictal Reporters 
F.J.Nethereut and R.J.Voung 
oronto, On 


‘ * 


fF 
A a) N ‘ 4 Le . A ate . 
kes ee SRL US AE ARs bn eaS : 
en) ORE aN 
AS SS aoe Re HERON NOC 


tA a a te 
Bag. Hy sabi? 
Aa AS RoC Re 
AY ce ane AN 


-> 
he 
= 

= 
eee 
4 
Md 


BX, 
om 
“ 


E 
- 
, 
AS. 
26S ER ele 
aS 
<< 


a 
Bree 
‘ ‘ 3 3 
+. 


J 
ee 


at <7 be 


ME Dy 


’ 


a a } ’ 
4 4 y ite . 
‘ 4 ty } is 
ay Pim ae Ni ‘ ¥ 
& ry ry , Hy, 7 ne Leary - 4 
Ma ait RPE Y Yu sn 
* mA ia\y | 
eA, 


Yi é 

Pes Re ; \ if 

M Pay ri PN 
pe i a 


A 
h 
, 
( 
¥ , 4 Ft AN i] 
* 2 hi 
4. “ue ss ,, 
. 
¥ ’ as Fy , ay 
‘ \ & af F » oy 
has 4 7, 
i : rs bi ok oes 
¥ ‘ 
4 i : 
i! ‘ 
, ; 
¢ 


ems 
‘) f 


Way 


_ 


= ey 


on 


tae 
ae 
>< “ 


Ae eta Ae ty Ont } re Ys Pe } 
Ay yi) My ty; vr AY Say AY ve AAS 
at f ri yh! ‘3 wie : ! + 
Mid! ee f IL Any, eats ay PIAS eet 
; ¢ Hit 24 ie Toy? OREO ND SLU LN ARE ik Die 
LMR A RAN Sad it 
nS Not ak BO Mg NEAT CU Lie ae 
hs vat A sii A A MG ae a4 , ‘ 
CIE CHAS " 
WO A es Ni " ANY Pant 
; tee ae athe Wik ed 
Aue YAN Nits ZAR rata Ne FORE 
es ey \ Ms 7 ‘ it WN, TA. .s ‘ 
NA 4A % ‘¢ fy Py Nk BN fas : J 4 ’ 
# Bd ae f5 ta \ \ ah AY . : * 
AN Nasr DEA Sie! ,, bo .? Ain VN s j 
MAA sw ot Salty CA Nk) We ee 
\eattn if Attends) A427») Siti AR ALE If 
Mm Bese ffi tad HA eS Pi eh ies y. 


Nethercut & Young - 7019 - 


Torento, Ontario 


ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Ottawa, 
Ontario, on Tuesday, 
October 30th, 1962. 
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The Honourable Dana Harris Porter 
Chief Justice of Ontario 
Toronto, Ontario - Chairman 


Mr. W, Thomas Brown, M.B.E. 
Investment Dealer 
Vancouver, British Columbia 


Mr. James Douglas Gibson, O.B.E. 
Banker 
Toronto, Ontario 


Mr. Gordon L. Harrold 
Agriculturalist 
Calgary, Alberta 


Mri rPaul’) H. .Leman 
Corporation Executive 
Montreal, Quebec 


Mr. John CC. MackKeen 
Corporation. Executive 
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Ottawa, Ontario, 
Tuesday, October 30th, 1962. 


--- On resuming at 9.30 A.M. 
SUBMISSION OF THE 


GOVERNMENT OF THE PROVINCE OF ONTARIO 
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APPEARANCES 


HOW. “J.fe ROVarPCS - Prime Minister of the 
Province of Ontario 


Hon. R.W. . Macaulay 2 Minister of Economics 
and Development 


Hon: J.W. Allan - Treasurer 


S.W. Clarkson - Deputy Minister of 
Economics and Development 


H. Brown - Deputy Treasurer 

F. Hickey BS Asst. Deputy Minister, 
Mept. Municipal Affairs. 

DoW. Stevenson - Director, Economics Branc 
Dept. Economics & Develop 

Professor S. Triantis - University of Toronto, 


D.R. Richmond - Asst, Director, Economics 
Branch, Dept. Hconomics & 
Development. 
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THE CHAIRMAN: We are very ‘pleased indeed 

to have a representation this morning from the 
Government of Ontario. We have all read your brief 
with great interest and look forward to the discussion 
that will no doubt ensue. I understand, Mr. Premier, 
that you wish to make a preliminary statement yourself, 
to be followed by a statement from Mr. Macaulay? 
PREMIER ROBARTS: Yes, My Lord. I 


thought I would perhaps read this relatively short 
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introduction: which sets out vin essence ‘our: basic 
position. Mr. Macaulay will, then make further 
Submissions to you... Also, we have.with us.Mr.. Allan, 
the Pveasures time? Brown, the Deputy Treasurer; 

Mr, Clarkson, the Deputy Minister of Economics and 
Development, plus certain members of their staffs 

who can give you detailed answers that you may require, 

If I may, then, .proceed, I-would say that 
IL welcome this opportunity to appear before, the 
Royal Commission on Banking and: Finance and to have an 
opportunity to present the views, of -the Government 

of Ontario on these questions which are so vitally 
pipbatint to the economic health and well-being of 
Canada and this province. 

As I. have said, following these brief 
remarks the Minister of Economies and Development will 
outline our specific -recommendaticns in greater detail. 

In. my opinion, the investigation which your 
Commission is making into the question of the operation 
of our financial system and monetary policies is 
extremely appropriate because we are in a crucial 
period in the economic development .of our country. 

I can assure you that we in the, Province of Ontario 
are deeply concerned with many of the problems with 
which you are grappling. It is my understanding that 
you have already reviewed copies of our: brief. You 
are aware that we have restricted our remarks, in the 
main, to matters of policy rather than to specific 
details. Officials of my Government from the 


Departments of Economics and Development, Treasury and 
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Municipal Affairs are, however, prepared to answer 
questions arising out of the material submitted in our 
brief. I can assure you that these gentlemen will 
welcome the opportunity to answer specific questions 
which you may have for them about our presentation. 

If I may digress forta moment I would 
like to say how very pleased I'am to see that the 
appointment of your Commission has been followed by 
a Royal Commission on Taxation. I would, of course, 
have been even more pleased if the. Federal Royal 
Commission oni? Pihetien had been given broad powers to 
study, examine and make recommendations upon the whole 
problem of the present distribution of taxation powers 
and financial responsibility between the Federal 
Government and the Governments of the Provinces. I 
have advocated such a Royal Commission for some time 
and I have already gone on record as stating that the 
Ontario Government will appoint a committee to study 
the problems of taxation within Ontario's jurisdiction. 

In my view, the problems of financing 
municipal and provincial government operations in Canada 
today cannot be entirely divorced from+considerations 
of their revenue resources. This, to us, seems to 
indicate that your Commission in the course of performin 
its extremely valuable function, will have its task 
made more difficult by the fact that the whole field 
of government incomes and tax revenues has not been 
thoroughly studied for some twenty-four years. Even 
though we will have to wait some time for the reports 


from the various Commissions on Taxation, your 
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Commission will assuredly play an important role in 
devising policies to assist in the continued economic 
expansion of Canada. 

The Twentieth Century has revolutionized 
man's thinking on the permanency and perfectibility of 
his institutions. If nothing else, we have learned that 
what we create today may well be: obsolete tomorrow. 
This is true in terms of machines as wéll as in terms 
of economic and social development. I would suggest, 
for example, that very few, even among vistonaries, 
at the turn of the Century would have prophesied the 
consolidation of an economic union in Europe. Yet, 
with the establishment of the European Economic 
Community this has come about. We, si iit and, 

I. think, in Canada, are therefore becoming more and 
more aware of the need to re-examine our methods and 
policies in order to ensure that they are adequate, 
efficient and capable of meeting the needs of a rapidly 
changing environment. 

At the present time, we in Ontario are 
faced with the prospects of a reorganization of 
parts of our economy, and in particular our secondary 
manufacturing industry. In the coming years, if 
present indications continue, lower tariffs on manufactured 
goods will mean adjustments in the competitive forces 
now at work in our economy. A great deal of capital 
will be required to enable our manufacturing and other 
facilities to adapt to the new conditions as they 
arise. We in Ontario are going to do our utmost to 


see that our manufacturing industries take advantage 
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of every opportunity.presented by these changing economic 
forces. Furthermore, we recognize that one of the 
most.vital ingredients of change is an efficiently 
operating and flexible banking and financial system 
which allows capital to be channelled into the most 
productive sectors of our economy as smoothly as 
possible. 

We cannot over-estimate the importance 
which the Ontario Government places on such a banking 
and financial system. Even though we have fallen 
Slightly behind in the height of the buiidings which 
house our banks and financial institutions, I am 
advised that Bay Street still remains the financial 
heart. of Canada. .We have almost every.type of financial 
institution in, this Province.. These institutions. are 
a.great. source of.strength to the economy,. although 
like all works of human hands and minds, they 
undoubtedly have some weaknesses. The main purpose 
of your inquiry, I should judge, is the finding 
of any weaknesses which may have arisen and the recommend 
ing of ways in which they may be corrected and ways 
to improve on present policies and practices. In our 
brief we make some observations and recommendations 
which we hope will help in your task. 

Fundamental to the recommendations contained 
in this Government's submission is our conviction 
that the over-riding goal of economic and financial 
reorganization and policy should be economic growth. 
To achieve this end, all other economic goals should 


be subordinate... Since in. our democratic system, the 
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responsibility for deciding the goals to be pursued 
and the general methods of implementing these goals 
rests with the elected representatives, it should be 
made clear by statute that the Bank of Canada is an 
instrument through which the Government of Canada 
can achieve some of its economic goals. 

In our submission, we stress the importance 
to economic expansion of investment in human capital 
or intangible assets, of which a progressing system 
of education represents a prime example, and the 
role of the provinces and the municipalities in providing 
it. Such investment in intangible assets may provide 
a greater return than investment in physical assets of 
buildings, machinery and so on. For PP PE: those 
agencies engaged in the provision of human capital must 
be assured of adequate revenues. Detatis of our views 
in this regard are set out in the main-body of our brief. 

Among our other recommendations we urge 
that selective credit procedures be adopted to facilitate 
our exports and prevent discrimination against small 
business. | 

We recommend.that a national institute 
of economic research be established. 

We recommend that a provincial nominee 
be appointed to the Board of Directors:.of the Bank 
of eae 

We recommend that the ceiling on chartered 
bank interest rates be raised. 

We recommend that a uniform and simplified 


basis for expressing effective interest rates be 
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made compulsory. 
We recommend that the present withholding 


tax levied on the interest on provincial and municipal 


bonds held abroad be abolished. 

Among these recommendations are a number of 
ideas which, if implemented, will, we think, promote 
economic development in this country and in this 
province. On aspects more directly related to the 
financing of the provincial government and the 
municipalities in Ontario you will be able to obtain 
additional information about our thinking from the 
officials of my. government present here. today. 

I.would like to emphasize. in closing this 
introduction that the purpose of our submission is not 
to provide you with details of the operations of financla 
institutions. in this Province nor to give you information 
which the research staff of your Commission has probably 
already collected. What we are presenting is the 
thinking of the Government of Ontario on some aspects 
of the over-all operation of the financial and banking 
system in this Province. The recommendations we have 
made have been for the purpose of ensuring that our 
financial and banking system is a force for economic 
growth in this country. 

That completes the introductory remarks, 
Mr. Chairman. 

THE CHAIRMAN: . Thank you ., Mr. Prime 
Minister. Mr. Macaulay? 

MR. MACAULAY s Thank you, sir, I would 


say to you at once that the comments I will be making 
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on this brief can be contained, I believe, within a 
20-minute period, I will not be reading to Your 
Lordship and his colleagues, but rather commenting 
upon some of the recommendations that we have made 
in this brief. 
| I would say, if I may, sir, initially that 

this brief differs somewhat from the traditional 
kind of brief that the province has presented on matters 
like this, 
and perhaps somewhat different from some of the briefs 
which Your Lordship has received to date. 

fWRia say that we have tried in this 
brief to strike a rather broad, philosophical approach, 
if that phrase be apt, to the matters of finance, 
budget, and so forth in this country, and we hope 
our observations are broad enough to embrace all of 
the problems with which the other provinces are faced 
rather than presenting to you, sir, at your associates, 
simply something on our own behalf. 

The specifics of our recommendations are 
15 in all and, if I might, I would appreciate the 
opportunity of just enumerating those to you and 
making a very brief comment upon each one of them. 

Our first recommendation is that we believe, 
as the Prime Minister has said, that the basic goal 
of our economic and financial policies-in Canada must 
be a satisfactory rate of growth. I recognize that 
is a pretty elementary observation, but I am not 
satisfied, and L should say the Prime Minister's 


government is not satisfied, that this is a universally 
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held concept -- certainly, universally as far as the 

country is concerned. We believe it is essential 

that in Canada we accept the basic goal of our economic 

and financial policies to be the establishment, the 

obtaining and the maintenance of. a satisfactory rate 

of growth. We acknowledge that a satisfactory rate 

of growth is not the only goal, but believe it to be 

the cardinal goal. There are other goals that we 

have stated for which we believe our systems must 

stand and upon which they must be judged, such as 

full employment, the stability of incomes, equitable 4 

distribution of national product, and so forth. 

But, basically speaking, we believe the basic goal 

of our economy should be a satisfactory rate of growth. 
The second conclusion that we are placing 

before Your Lordship and his associates on this 

Commission is this: we believe that if we do accept 

that a satisfactory rate of growth is the first 

requisite of the functioning of our economy that our 

second recommendation is that the Federal Government 

Should state publicly what national a it seeks 

to obtain, and should state how in its opinion these 

goals should be achieved... Until there is an understandin 

of what the fundamental objectives of legislation and 

policy are; it is inevitable that we are unaware 

of whether we are arguing in Canada over the techniques 

to obtain these goals or over the goals themseives. 

Whilst we well recognize and accept the argument 

that different people place different emphasis upon 


goals, some of which I have mentioned, such as full 
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employment, rate of growth, stability of incomes, 

stability of prices, distribution of gross product 

in the country, nevertheless, we think that we must 

establish on a national level and publicly acclaim 

what the goals of the nation are. We believe that 

the people in this country are prepared to work hard 

and grepanee for sacrifice, but it is also essential 

that they be presented with whatever goals this nation 

as a nation is seeking to obtain. As we have said 

in our brief, we believe that uncertainty or disagreement 

in responsible circles about the mix of goals to 

be pursued is not conducive to the formulation or 

execution of appropriate policies. We think that 

on such a statement being made it is easier to 

discern whether we are debating the mix: of the goals 

themselves or the techniques. But, I think once 

we accept what the goals are it seems £0 us it is 

an easier thing to bring about policies that make 

this possible. We believe we should strive in this 

country for an economic rate of growth in the 

neighbourhood of 4 to 44 per cent. We think that 

the national goals should be specifically set forth 

in the preamble to the Bank of Canada Act. 

The third recommendation which we are 

Be shRe to this Commission relates, to the Bank of Canada Act 
ae Act amendments, and there are six we are 

proposing. I have brought these together in one place, 

and the six are these; 


We would like to see the preambie of the 


Bank of Canada Act amended to establish that a 
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satisfactory rate and pattern of economic growth 

be the chief test of the structure, functioning and 

policies of our financial and monetary system. 
second, we would like to see the Bank of 

Canada Act amended to provide a clarification of the 


relationship of the Government of Canada to the 


Thirdly, we would like to see the Act 
amended to establish that the decisions taken on 
the combination of goals of monetary and related 
policy rest exclusively upon the elected representatives 
of the people of Canada. 
Fourth, we would like to see an amendment 
introduced to provide that monetary, budgetary and 
debt management policies cannot be separated from the 
techniques employed to achieve pre-determined decisions. 
It is, in our opinion, impossible to eparate the 
responsibilities of government from the responsibilities 
of monetary, budgetary and debt management decisions. 
Fifthly, as the Prime ‘Minister has already 
said, we would like to see the provinces represented 
on the Board of Directors of the Bank of Canada. 
L am not suggesting to you that this means that every 
province should have a representative. All we are 
doing is drawing to your attention that we believe 
that the provinces should be represented on the 
Board of Directors of the Bank ‘of Canada. 
The sixth amendment 
we would propose is the raising of the interest 


ceiling under Section 91 of the Bagk Act. 
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I will return to a couple of these 
observations, if I may ; Mr. Chairman, -in a few moments, 
but that assembles in one place the six changes or 
amendments or additions or deletions we would propose 
to you in relation to the Bank of Canada Act and the 
Bank Act. 

The fourth recommendation we are making 
im our brief is that we recommend there be established 
a national institute for economic research in 
Canada. Canada has no such institution, whilst the 
United Kingdom, Sweden, Pakistan, india; the Netherlands 
and Germany, and so forth, just to name a few, have 
sueh an institution. If I may so with great respect, 
ad hoe bodies, as effective as they have been in 
eertain fields, and as effective as we are confident 
you and your associates will be in this field, are 
no real substitute for regular and painstaking research. 
We believe that in establishing in Ontario an 
Economic Council and a research branch- in our own 
Department of Economics and Development that we have 
gone some distance in resolving this problem, but 
it really is not as effective as doing.it on a national 

| basis. | 

There are three problems which occur to 
us, My Lord, today that we think demand urgent 
study, and that they must be done on a-national basis 
by a systematic, regular and painstaking method. One 


of those is the impact of EEC (the European Economic 


Community) upon trade in this country. 
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The second is the impact of President 
Kennedy's tariff proposals. 

The third one is, or’ are the specific 
problems relating to small business. 

The fourth that occurred to meowas a»: 
special export study relating to joint iventures that 
we feel perhaps is one of the important substitutes 
for the type of financing of ventures which we now 
have underway in this country and elsewhere. 

Now, these are sa very important problems. 
There is in our opinion no point whatsoever in talking 

wishfully about the future and about lifting our 
economy to its highest destiny unless we are prepared 
to research our problems first edness this information 

Now, Your Lordship and his colleagues 
may come to the conelusion that this is not within 
your terms ofereference, but we believe, sir, that 
if finance is within your terms of reference for 
economic growth and stability, then so must be know- 
ledge based on the empirical . conclusion and analysis 
of information. 

The fifth recommendation which we make 
to this Royal Commission is that we urge you to make 
recommendations relative to the communicatinn of all 
available information between segments of the economy 
and our political’ institutions in Canada. We believe 
that there are ‘some sectors. of economic (life 

which suffer today from disabilities which stem basically 
from the lack of communication and the lack of 


information. We think that they are, for instance in 
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the case of small businesses and some certain segments 
of our economy, suffering from the lack of information 
and ignorance and sources and methods of financing. 

We think that many problems have arisen in a sector 

of our. economy. .I do not have the figures in front 
of me, but I. think it-is wosthyatle noting that I 
think the D.B.S. says that -- is it 95 or 85 per cent -- 
85 per cent I believe of most of businesses -- 90 per 
cent of businesses in, Canada can be classed as small 
businesses, 

Now, there are some.people who believe 
that.we have given too much attention in this country 
to.small businesses... I.do not happen to be.one of 
those people. » Neither is the Treasurer or the 
Prime Minister... We believe that this is a very 
important area of development. 

We also»believe that one of the characteristics 
of a dynamic society, a growing society, is the number 
of..small businesses. there are. We think they suffer 
at the moment from a lack of information quite apart 
from the lack of financial assistance to which we will 
make reference a)little, later. 

IL might just saY in concluding that single 
point that our brief deals with this. more effectively 
than,I. am able to, or as I have dealt with it today, 
Sir, but we are anxious that.you bring this point home 
to. those who can.act upon your recommendations, and 
ieee who will be influenced by them, because it may 
very well. be that what. is needed i8 a broader 


and improved base of communication. rather than to change 
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the size or number of our financtal institutions. 

Now, the -Sixth > recommendation that we 
are making to the Royal Commission is this. We are 
asking you positively to emphasize the importance of 
the investment that is made in human capital in Canada, 

We believe in Ontario that a dollar 
invested in human capital produces the same kind 
rn the same sizeof dividend as a dollar invested 
in physical capital and, in fact, from the studies 
that have been carried on in the United States relative 
to this equation -- there are many worthwhile 
published works which evidence that in the United 
otates this is true -- we believe 4t. to’be »true 
here, We are asking you in emphasizing the importance 
of the investment of human capital to relate the 
investment to the investment of physical capital 
but not to subordinate it to it. 

We hope that in your conclusions, your 
preamble or your observations that vou will draw 
emphatic eebenelon to the importance of improving 
our educational systems and the importance of training 
and retraining the labour forces, and the etréouveat 
human capital investment has upon the strength, the 
stamina, the mental health, the vigour and vitality 
of the nation. 


2 


Our seventh recommendation deals with 
somewhat the same aspect but we base it in this way; 
that since welfare and education are the chief 


responsibilities of the provinces and the municipalities 


we urge you to give the greatest emphasis to the kinds 
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and the reliability of the tax resources and the 

credit requirements of the provinces and the munici- 
palities. 

| * One of the fundamental points that we are 
-anxious to make to you is this, and it is I'am sure 

not new, but, nevertheless, in relation to the provinces 
and the mahicipalwttes which have a very large invest- 
ment in the human capital of this country, they have 
not the same kind of flexibility as do have industries 
or the federal government. We have a kind of built-in 
and ever-enlarging responsibility because once a child 
enters into the school system at age five he is our 
obligation until he is aged sixteen or higher, and 
tight money or’no tight money, we have to care for him, 

Now, this is not necessarily true in.relation 

to industry, and it is not necessarily true in relation 
to many of the obligations of the federal government. 
So, we say unto you that we are very concerned about the 
adequacy of social overhead capital available to 

the’ provinces and municipalities. | 

Whilst we have not included many facts 

or figures in our brief, I would be obligated to you 
gentlemen if you would bear this in mind as to our 

own’ province alone. These are figures which I think 
show the startling responsibility Gcbeheuk have in 

our province to accept. We are not saying we are in 

a different position than any other province. We 

are only able to speak on our own behalf in this 
connection. 


We have today in our elementary and secondary 
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schools 1,462,000 children -- roughly 13 million. 
Now, in an eight year period we oe going to have an 
increase of over 350,000 pupils. This will come some- 
where near 1;800,000 pupils in an eight year period. 
This means..more teachers, more schools, more teachers' 
colleges, more books, more classrooms and more every- 
thing that goes with it for 400,000 or 300 and some odd 
thousand more pupils. This is a very staggering 
amount for any province to assume. | 

May IL just say to you. that.in 1961..the 
province of Ontario paid to the school boards $181 
million, and in 1970 we expect to be paying $400 million 
a year. | | 

Now, that $400 million, My Lord, does not 
include the cost of teachers' colleges,.university 
grants and a number of other expenditures. That is 
in respect of education. 

In respect of health, and this is the last stat- 

istic ~I will be giving you I hope this morning, we are 

paying for hospital services out of the provincial 
Treasury in 1962 $52 million in Ontario. | In 1965 -- 
that is three years hence -- this figure is going 
to be $100 million. These are two of the built-in 
sets cede kind of expenditures in which we are involved, 

We believe that public expenditures on 
health and education in total, as a total of the 
national expenditure, is going to increase in the 
coming years. 

I.am sorry, I have one other figure. 


The gross national. product in the last ten years has 
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gone up: by: 120 per cent, and federal siepenli Ceara’. have 
gone up 162 per cent, but Ontario expenditures have 
gone up 218 per cent. 

Now, the Prime Minister, and I do not 
need to comment on this, has indicated what he has 
undertaken. in the province with reference to an 
investigation of the tax responsibilities and résources 
of: the province and the. municipalities. 

He has also said that he regrets that 
this is not a. nation-wide movement because we are 
only really dealing with half the: problem. 

The federal government is well lodged 
in the-centre of the: road in terms of financing and 
budgeting and, therefore, for us to: investigate it 
on a provincial basis is only half of the problem, 

“We arecsorry that it is not being done’ on. a federal 
basis; but it may be that in these representations 
to. you and what flows from them, namely, your con- 
ern das some attention can be given fe that aspect 
of thermatter. 

As: Ivhave said: to Your Lordship and his asso¢iates 
regarding sWohaectaecneooeee of .ours“in:» these 
fields alone, we cannot turn them on and turn them 
eff, they’ are steady, they are builtein and«they are 
long term, 

Now, in this connection also, and perhaps 
it has ae oe been referred to sufficiéntly ---D do 
not want to overdoethis matter, but’ itis a very 
ii oo problem to-all of the provinces and the 


municipalities == we cannot depend for these things 
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on contra-cyclical budgeting on the federal level, 

nor contra-cyclical financing, monetary or other fiscal 
legislation, policies, resolutions, or whatever they 
may be, We believe there is a greater need, or,in 

any event there is a need for greater amount of 
consultation between the federal government and the 
provinces as to the provinces! and municipalities ' 
needs contained therein. 

When a province has this problem, when 
there is insufficient revenue, it has to turn to 
borrowings, and most of our borrowings are onan” 

a long term and, therefore, on a long term basis and 
interest becomes a are. big item. This is not necessarily 
so in respect to companies or others that can borrow 

on a 90-day, 365-day, or even a 5-year basis. Industry 
does not take that ominous burden on itself which the 
provinces and municipalities do, having to borrow on 

a long-term basis. 

Now, Your Lordship, I have, therefore, 
set forth at page 19, the suggestion, about the middle 
of the page, to you that in formulating proposals for 
changes or reforms in the techniques and policies 
of monetary control your Commission should bear in 
mind the following considerations among others: 

(a) the likely contribution of the various sectors 
of the economy to sudden inflationary or deflationary 
pressures, : 

The preamble to that observation is that 
there are certain elements in our economy which con- 


tribute more than others to inflation or deflation, yet 
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they are all punished equally when the block falls; 
when tight money or whatever other programme comes in. 
This is because we do not have sufficient selective 
controls, nor is our banking or finance system in 
our opinion sufficiently flexible to deal ates these 
things. 
(b) The speed and effectiveness with which the various 
sectors respond to changes in credit policy, -- 
=~ and I draw -to Your Lordship's attention that organ- 
izations such as private Be cd's ie can respond pretty 
quickly to changes in credit policy, but when you have 
heavily built-in expenditures such as we have in respect 
of our health, welfare and education, it is obvious 
these things respond very slowly. 
We ask you to give special consideration 
to the speed and effectiveness with which expenditures 
in various sectors are, able to recover when a policy 
of tight money is relaxed. I am going to suggest tO 
Your Lordship a little later on one of the elements 
of our economy which does not reeover perhaps at all, 
and that is the export trade. 
(ec) We ask you to give consideration to the need 
in pursuing policies of stabilization of prices, 
cmb ee ocd incomes, to avoid discouraging 
or otherwise unduly affecting the long-term 
prospects, and development of those sectors 
of the economy patent constitute the core and 
basis of any policy of growth. | 


That then, My Lord, is the seventh recom- 
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mendation. 

The eighth recommendation is one that the 
ee Minister and I have already mentioned, namely, 
we believe that provision Should be made for provincial 
governments to be represented on the board of directors 
of the Bank of Canada. I want frankly to say this 
to you, as we read the record our long term economic 
and social development has not infrequently been 
sacrificed to ill-conceived and ill-timed stabilization 
measures undertaken by federal governments and others. 
We believe our monetary system and policies tend to 
discriminate against investments in social capital 
entrusted to provincial and municipal governments 
and in favour of public expenditure under federal. 
jurisdiction. This is why we feel, not only in the 
sense of equity, but of even development in this country 
that there should be provision for representation of 
provinces -- we are not talking about Ontario, we 
are talking about all the provinces -- on the Board 
of Peace toes at the Bank of Canada. 

Now, the ninth observation or recommendatio 
that we want to make to the Royal Commission today 
breaks itself down into two parts: if I may call them 
9 (a) and 9 (b). 

We are asking Your Lordship and his 
colleagues to give special consideration to the 
importance of small businesses. That is 9 (a). 

9 (b) we urge that fresh attention be 
given to the specific problems of small businesses 


as well as their need for medium and long-term financing 
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Now, I think perhaps part of this is 
slightly Peeasat and if it is they can be put together 
but we are very anxious that the report of the 
Royal Commission emphasize, nighlight, sparkle with a 
concept of small business and that it give special 
emphasis to the problems of small business, and that 
it treat as a separate item the problems of medium 
and long-term financing of small businesses. 

Now; 1f° I may just say this to the Royal 
Commission, in Ontario 50 per cent of our labour 
force is in businesses employing 

15 or fewer people including self-employed. 
8,000 of our 13,000 manufacturing organizations in 
Onsario employ 15 or less people. I have said already 
that a cardinal characteristic of a dynamic society 
is the number and increasing number of small firms. 
They do not have to be small but this is one of the 
characteristics of a growing economy. small businesses 
are very important to us and to Canada, we believe. 
They represent a number of great opportunities which, 
without them, perhaps would not exist. It may be, 
and we believe it is so, that the tendency today is 
that people may not want to save for the future, but 
that they might be prepared to make a down payment 


today with what they have. 
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This is one of the attractions which small businesses 
offer to’ people. Secondly, only a small business can 
be supported in a small town. We have many small 
cities and towns in our country -- not just in 
Ontaric, but in our country as a whole. We are doing 
what we can in Ontario to bring about certain types 

of decentralization, not only from a social standpoint 


but also from an economic standpoint, and certainly 


one of the key ingredients to a policy of decentralizatior 
is small business. We do not think there is any 
better defence of the social fabric and pattern of 
life in Canada which we treasure so nfehiy than the 
encouragement of individual ingenuity and drive, as 
evidenced in small business. In our brief we discuss 
with you these and other aspects of small business. 
Now if I may turn to 9(o) for a moment 

and discuss some of the problems, aa we. see them, 
of financing medium and long-term for these small 

- businesses. The progressive income tax has made 
it virtually ieeebeitic for small businesses to 
finance themselves out of savings or earnings. 
Secondly; investors in Canada incline to invest in 
what one might call "blue chip" investment rather than 
in small businesses. A third point I think worthwhile 
considering is that most of the borrowings of smail 
business -- the largest proportion -- are in the field 
of medium and long-term. The small businesses have 
difficulty in financing themselves. They do not have 
a long or a good record, or they may be just starting, 


so they have no record at all. Their revenues are 
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not stable; they have little experience. There is 
no continuity of leadership, and they have no credit 
rating. 

We believe that the measures which have been 
taken since the end of the war to deal with small 
businesses have been inadequate, such as the 
Small Business Loans Act, the Farm Credit Act, and 
the Industrial Development Bank Act. 

I should like to say one word, if I might, 
about the Industrial Development Bank» From 1944 
until 1961 its average yearly loans were $22 million 
for the whole of Canada, This, in our opinion, is 
grossly inadequate, and in our opinion the caution 
(if I may be excused such comment, Mr. Gibson) 

of the Industrial Development Bank has incautioned 
and out-banked the bankers. 

We think, My Lord, that it is necessary 
for a re-definition of the Industrial Development 
Bank....We think we have to decide what is the 
Industrial Development Bank standing for. Does it 
stand for aid to small business? Does £t stand for 
regional development? .. Does it ay for industrial 
development in less aie wie provinces? I think the Bank 
has tried to bring about a mix of all of those, 

It may be that that is the desirable way of handling 
their business, but fundamentally the fact that 
seven provinces have had to establish their own 
agency, and that Ontario is now considering such an 
agency, is I think indicative that the Bank has not 


lived up to the heralded purposes for which it was 
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thought at one time, or perhaps-is thought now, 

to stand. We also believe that the Industrial Developmen 
Bank “4st an adjunct to the Bank of Canada and that 

it is going to reflect the banking concept of this 
country as opposed to a development concept. 

Lastly, in terms of small businesses we 
believe that there should be something established in 
Canada to give advice, technical assistance, and so 
forth, to small businesses. We are establishing 
in Ontario a small business brarich in the department 
which I have the henour to represent here today, but 
we think that something should be done on 4 national 
Level. 

The tenth recommendation that we are 
proposing to the Royai Commission is that we urge 
all institutions extending consumer credit be required 
to declare on a comparable basis the effective rate 
or range of rates of interest which they charge 
eonsumers. I do not think I need say anything more 
about that. We state our case on page 30 of our brief 
in that connection. 

Our eleventh recommendation is that 
the Small Loans Act be amended, and the reasons we 
give are contained in paragraph 89 of our brief. 
They are fairly simple, but I am sure they have already 
been drawn to your attention. 

Our twelfth recommendation deals with 
the amendment of Section 91 of the Bank Act. There 
are maybe many reasons for amending this section, 
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panks can+charge, but three that we would propose 
are that interest does not ration loans during periods 
of tight money because of the ceiling. The ceiling 
does not*do this. We believe that historically the 
| ceiling, secondly, was put on because at one time, banks 
had in effect a. monopoly .as.to lending in this.country. 
They do not any more. Clearly with the trust companies, 
the mortgage companies, the other finance companies, 

an one Lleld, 
and so forth / the banks have no monopoly, and our 
people are sufficiently aware of the services available 
in other institutions. Thirdly, -we believe that the 
ceiling restricts the savings interest rate, which 
discourage savings when savings may most be needed. 
However, these reasons and others we have set out 
in the brief. 

My Lord, there are three other 

recommendations I want to put to you, if I might. 
Our thirteenth recommendation asks specifically that 
you put a greater emphasis, or a. considerable emphasis, 
on our export trade, and to that end we are hopeful 
that. in your report you can suggest that more 
effective steps be taken relating to tax incentives, 
export credit guarantees, and other methods.which can / 
stimulate exports. Our view is that whilst exports 
are talked about in many circles, perhaps they are 
not sufficiently understood and that we have a very 
long way to go if we are to obtain what is essential 
in this country, namely, a balance of-our international 
payments. As a part of this, My Lord, we are asking 


the Royal Commission to further recommend steps which 
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might be taken by the Federal Government to stimulate 
companies in Canada to I in Canada goods 
which are now being imported into Canada in very large 
quantities: . 

It is arguable what importance export business 
of a country has as a percentage of its national 
income as it develops, but we believe that it is 
very important. We believe it is not only important 


to hold the markets we have, but also to expand them. 
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I-think it is quite clear that a great deal of the 
domestic demand for domestic production has been 
stimulated and is nerntwined because of consumer 
credit. 

We believe that we are approaching an 


era in international trade where the ‘same thing is true; 
been 


that wehave/living in an era of untied international 


commercial relationship, and are. now entering into a new 
field, entirely new, and that until its significance 

is PneSGuchuy grasped, we cannot undertake, I do not 
think, nationally policies which will grapple 

with the export problems we have. That is to say, 

we are entering a period now where credit and the 
product go together. 

Now, private industry is able itself, 
perhaps in some of the primary exports, to handle 
credit. problems until you come to deal with some 
of the countries dominated by the communist regime. 

We cannot overlook this either, because one-third 

of the world's nations, people, populations and their 
capacities are dominated in this way. Today eredit 

is becoming a condition of saTes We are hoping 

that you may find ways to recommend how private 
companies can pool their risks and pool their resources 
to offer credit. 

We are also hoping that you can suggest 
ways and means in which the federal government can 
induce private companies to give export credit. But 
we believe that even if these two are brought about <=- 


namely, private companies pooling their resources 
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1} to give export credit, and the,.federal government 
2 offering inducements to private companies to provide 
3 export credit -- there will still need to be an alternative 


4 to these. 


5 || In this connection I might.say, Mr. Chairman, 
6 that it will be necessary, we believe, that some 

7 special consideration be given .to the. export problems 

8 of small. businesses, They are small businesses, 

9 They deal in small orders, of an order of under 


10 $100,000, and these are difficult for them to deal 

11 Withee I.want, if I:may, in-concluding this one point, 
12 to say this, My Lord, that exports cannot be turned 

13 on and turned off. And exports can suffer very 

14 heavily at the hands of an axe, being hewn away in 

15 the interest of tight. money. It takes .a long time 

16 to develop export markets, and they. may be destroyed - 
17 through lack of service, lack of credit, lack of 


18 deliveries very quickly. This is why we advocate 


19 to you that selective money control and greater 

20 flexibility are needed in our economy if we are. going 
21 to cope with our export problem. 

ze The fourteenth recommendation that. we 

23 make to you,. generally speaking. relates to foreign 
24 investment in Canada. We hope that. you will give 

25 special emphasis. to foreign investment in Canada. 


26 We hope that you will clarify its advantages and its 
27 disadvantages. We hope that you will analyse what 
28 some of the future needs of this country may well 
29 be in relation to foreign investment. Because we 


30 believe that the development of this country is going 
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1 to depend upon foreign investment in the future. We 
2 believe that the stability of the Canadian dollar 
3 will depend in part upon foreign investment. We 


4 are hoping that you will set straight the record 


5 inorelation to the advantages and disadvantages of 

6 foreign investment. And we hope above all things 

7 that you can urge the federal government to state 

8 a long-term policy in relation to foreign investment 


9| in Canada. One day it is welcomed and one day it 

10 is damnéd, This is not something which we think is 
11 in the best interests of the development of this 

12 country. 

13 We have set forth in our brief an 

14 enlargement of this problem, but it is gilding the 
15 lily to discuss’ it further with you, other than to 

16 say that as we advance into this decade and into 

17 the balance of this century, so much of it will 

18 depend upon a very competitive world market and our 
19 capacity to meet it, We believe that we are going 
20 to need a considerable amount of foreign investment 
21 in this country, and we think that it is worthwhile 
22 that this is so. We wonder whether Your Lordship 


23 and his colleagues would feel it wise to point out 


24 in your report that foreign investment, in terms of 
25 bonds of municipal, provincial and federal govern- 
26 ments, gives no control to the foreigner; whereas 

27 investment in equity stocks does do so, and it may 
28 be the greatest accolade the country could ever hope 
29 for is to have foreigners prepared to finance the 


30 education and -health of our people by buying debentures 
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fron_eur governments, from which educational and health 
facilities are constructed and carried on, 

Our fifteenth recommendation is a simple 
one, and I think .it-is.inherent from what the.Prime 
Minister has.said. We are recommending, the present 
withholding tax. on provincial and municipal bonds. be 
abolished. 

Now, I. want to thank Your Lordship for 
your inawiigenage in hearing me... I have. been longer than 
I. had. intended to.be, but.we believe very sincerely 
in the programmes which we have put to you. We could 
have outlined the type of background and functioning 
of the financial and monetary system in Ontario. | 
We do Know that you have carried on extensive studies 
in. our. department and that you have done much research 
in this, field. Therefore, we have, tried to limit 
our, observations. to. general. observations, which we 
hope will be helpful..in the development evenly of this 

er as...a whole. 

I have with me on my far right Mr. Hickey, 
who represents the Department of Municipal Affairs. 
Next to him is. Mr... Brown, the Deputy Treasurer of 
the province..of, Ontario. Then there is the Treasurer, 
Mr. Allan. Of,,course, the.Prime Minister is on my 
immediate right. On my left is Mr. Clarkson, Deputy 
Minister of Economics and Development. Mr. Stevenson 
is next to him, and he is.the Director sein ahenes Braneh 
in the Department. Then .there is Professor Triantis, 
who has given us very valuable support in the preparatio 


of our submission; and Mr...Richmond is the Assistant 
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Director of “the Economics Branch: in our Department. 
We are very anxious now, ti “we can; CG 


assist you in any way. by answering any questions which 


we may be capable of answering. I would just close 


by saying that the facilities of our Department, all 

of them,are open to your staff, ‘and if there is anything 
at any time later on that we can provide, we are 

most anxious to do so. 

THE CHAIRMAN: Thank you very much, 

Mr. Macaulay. Are there any further statements? 

PREMIER ROBARTS: No, Sin” 

THE CHAIRMAN: one we SAE proceed with 
the discussion. Mr. Gibson? 

COMMISSIONER GIBSON: Mr. Chairman, like 
the other Commissioners I find the brief of the Ontario 
government. very interesting; and, in addition, the 
remarks of the Prime Minister and Mr. Macaulay have 
done quite a bit to pring it into focus and to put 
emphasis where they particularly wish to put emphasis. 

I should like to start by asking a 
few questions about the opening section of your brief, 
and that is the section dealing with your goals with 
regard to economic and financial policies. You list 
these goals roughly as follows. The first and prime 
one is a satisfactory rate of economic growth. Then 
you list full employment, stability of income, equitable 
distribution of the national product. Then as rather 
secondary conditions to the obtaining of these 
objectives, you list stability of prices, economic 


flexibility, and a reasonably balanced international 
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economic trade position. I take it that these are 
your views of the appropriate goals for economic and 
financial policy. Would you say that any of them 
were particularly the goals of monetary policy, or 
would you make any distinction? I do not know to 
whom I should address the questions. 

MR. MACAULAY: I think we will all take 
a whack at it, if we may do that. 

| MR. CLARKSON: Mr. Chairman, of course 
we have gone behind in this question, I think, the 
matter of monetary or fiscal policy in the preparation 
of this, getting right back to the fundamental things 
we should be ASU at, We felt that in this case 
we should state these as a prerequisite of everything 
else, In answer to your question, I do not think it 
does tile in specifically with monetary and fiscal 
policy, but it should be behind it. 

GOMMISSIONER GIBSON: You would not go 
along with the view which we have heard from certain 
European experts in this matter, that price stability 
ought to be the particular objective of monetary 
policy? 

MR, CLARKSON: I think Mr. Stevenson 
may help here. 

MR. STEVENSON: I should like to say thatwhiile 

the goals we have listed refer to economic 
and Sibnected policy generally, the question of 
prices, of course, comes particularly within the 


purview of monetary policy. 
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puget. Alsoyy IT think the purpose of this brief 
was that monetary policy, through its action in the 
monetary system, would support the general goagis of 
the economy and of economic una che price stability 
is naturally the goal of the monetary system and of 
monetary policy. 
COMMISSIONER GIBSON: Would you think, in 
thinking of monetary policy as such, as a branch ef gener 
economic policy, that price stability would be one of 
its prime objectives? 
MR. STEVENSON: Yes, im so far as it fitted 
into the over-all goal of our economic system. 
COMMISSIONER GIBSON: Weill wow in’ looking 
at. economic growth: your Mr. Macaulay has said with 
respect to this idea that you would think in terms 
of a 4.to 46 per cent increase per anfium. Is that 
growth in the national output of goods and services, 
or is it per capita output of goods and services 
that you are thinking of ? | 
MR, MACAULAY: pbtoba ty we were thinking 
when we stated that -- and if I may, my father always 
says, "I wish whenever I ask you a question you wouldn't 
give me a speech", but my problem is that I have to 
go back on this. In Ontario we have 60,000 people 
coming on to the labour force each year. ‘In Ontario 
we believe that it will not be possible for us to 
handle these people in our economy unless we have 
a rate of provincial product. growth of some 4 to 43 
per, cent. Wesare talking in terms of constant 


dollars and in terms of the Gross National Product. 
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COMMISSIONER GIBSON: But you are talking 
in terms of the use of the growing population; you 
say it is the actual annual constant growth? 

MR. MACAULAY: Yes. 

COMMISSIONER GIBSON; Not the growth 
per heuer Le) | 

MR. MACAULAY: Yes. 

COMMISSIONER GIBSON: Well now, when you 
think of growth as a coheegts you are just thinking 
of the sort of average increase and the output of 
ali goods and services, or do you put: particular 
emphasis on production of goods? You have said, for 
example, that you do put peeetadtal emphasis on the 
production of educational services, which is good; 
that is a service that is in your economoy , but it 
is one of the problems in looking at growth to know 
just what one means by it. Is it just whatever 
basket of production comes out of the-machine or do 
you put emphasis on particular aspects of it? 

MR, MACAULAY: Well, it is very difficult, 
sir, as you well know to have any yardstick by which 
you measure these things. I think they are a pretty 
rough thing anyhow, and the Gross National Product | 
and the income are two yardsticks by which conventionally 
one measures development normally, and I don't know 
whether I am answering your question, when I say this, 
but we put particular emphasis upon the growth 
of secondary industry; we put particular emphasis 
upon the human capital to service this secondary 


industry, because one of our problems is the question 
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of the employment usefully of our people as an aid 
to the development of our state, and that if their 
employment is a very large factor to us and we conclude 
that in the primary industries, such as pulp and paper, 
mining, agriculture, we simply cannot find a place 
for these people who are coming on to our labour market, 
much less those who are now unemployed, therefore 
it is the secondary industry which we. are looking 
to and it may be that the greatest emphasis will be 
either in that or in those things which are essential 
to service that. 

MR. STEVENSON: And I might add one things 
I think in the Department we have beem considering 
that it is perhaps in the field of secondary manufacturin 
that in the next few years the greatest : problems 
will be faced because of changing patterns, and 
therefore particular emphasis will have to be laid 
so that secondary manufacturing can adjust te this 
situation, and it may require greater than © 
proportionate “investmbnt © - 

MR, MACAULALY: This may not be directly 
on your point but, as I understand it, we are able 
to sort of discuss our way around these problems, 
and this is why I mentioned in relation to a national 
research institute that we are greatly concerned, 
quite naturally; we are not taking an insular 
point of view about the Canadian proposal in relation 
to trade. 

We have in our province, for example, some 


5,000 manufacturing concerns that are subsidiaries 
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of United States parent companies, and this influences 
our capacity to export for reasons which we don't 
need to go into here, but it also is quite clear 
that many of these companies have established in 
Ontario so that they can get over the hurdle of 
tariffs and to obtain the British preference. If the 
European common market embraces Great-Britain, then 
one of these reasons goes seit eia tariff goes, we 
are faced with some very serious problems; not ones 
which we are not prepared to face, because I think 
this is the trend today, but nevertheless this is 
true. 
COMMISSIONER GIBSON: This is the sort of 

comment that I was hoping you would give. Growth 
as a general idea can be pretty vague unless we have 
some idea of the kind of economy you are looking for. 

MR. MACAULAY: Sir, you say that we have 
put. emphasis on pees ae in human capital, 
and this is correct, and this is why we have mentioned 
to you the importance of training and re-training. 
We were trying to get the best out of_our money 
in this field and to find out how much more will be 
needed, and this would apply in the field of education 
and training and re-training, and the kind of human 
investment that is necessary to keep cur people in 
good physical condition, mentally and physically, 
so that they can do a good day's work, and these are 
the things that will be as essential as creating 
new secondary opportunities, and these things will 


go together. You are asking us in depth, perhaps, 
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something which we should have been prepared to give 
you something more definite on. 

sa boasts GIBSONs Well, really, in my 
mind growth is a means to an end, too: 

MR, MACAULAY: Yes. 

COMMISSIONER GIBSON: And I suppose the 
end is broader opportunities for the people living in 
a particular area and a high level of-employment and 
greater welfare and standard of living, and so on, 
but you would say that the growth was the best way 
to emphasize and achieve these kinds of ends? 

MR. MACAULAY: Yes, and I think we dine 
Suggesting that while you can have stability of prices 
in a non-growing community, and you might even have 
an even distribution of opportunity and income and 
production in a Stable economy, that is, a stationary 
economy, but there are some things, ~ however, you 
cannot have with a stationary economy; you can't 
give employment with a stationary economy to a growing 
population so, in short, what we have’ said is this, 
that all of the objectives which we are seeking, 
in our opinion, depend partly upon -- and some rest 
solely upon -- the rate of growth. 

COMMISSIONER GIBSON: You see the 
objectives, which is also a means to an end of stable 
prices, as being seriously or frequently in conflict 
with the objective of growth? 

MR. MACAULAY: RRB again, you see, 
it depends on your emphasis. For a person who is 65 


and living on a fixed pension, stable prices may be 
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right at thetop of the list, but somebody who is 
21 and just coming out into the business world and 
with his future all in front of him, 

it seems to me that that person isn't 
as concerned about rising prices,..: .. It depends to 
a Large degree upon whose ox is being gored, which 
is the phrase. 

COMMISSIONER GIBSON: I appreciate 
that, but many people take stable prices much more 
seriously than others. Do you think that this 
objective is , seriously in conflict with 
the objective of a satisfactory rate of growth? 

MR, MACAULAY: I don't know — you 
mean by "in conflict"; are you saying it is hard 
to obtain them both? 

COMMISSIONER GIBSON: I am asking 
you what you think about that? . 

MR. STEVENSON: _ We, - do: say in.the 
brief that on-oceasion growth cannot be obtained without 
the sacrifice of some loss in stability of prices, 
and that if as you say growth is perhaps the supreme 
goal in most situations, perhaps the situation Canada 
might find itself in if it were fairly stagnant and 
there was not too much prospect of increasing job 
opportunities, then it may have to be at the sacrifice 
of some price increase that we would obtain this 
rate of growth. 

COMMISSIONER GIBSON: Well now, this 
would be in a certain set of circumstances where possibl 


there is a very strong external demand or prices are 
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up a bit, but taking a longer view, do you think 
é 

there is very much conflict in these objectives? There 
will be times when prices go up and times when they 
are a bit weak, as they have been in the last few 
years, What is a tolerable long-range increase in 
the price level to be acceptable and consistent with 
your goals of growth? Do you think any long-range 
increase is tolerable? 

MR. MACAULAY: I think. some is tolerable 
-- and we have mentioned this de we think the stability 
of prices is something that is golng to come about 
or not come about as the result of growth, but I don't 
think we would ever sacrifice it, and furthermore, 
I think --- 

COMMISSIONER GIBSON: Never sacrifice 
growth for stability of prices? 

MR, MACAULAY s No. 

COMMISSIONER GIBSON: And you wouldn't 
put too much emphasis on Lt? | 

MR. MACAULAY: _ Frankly; my own view 
would be that. ee 

COMMISSIONER GIBSON: I see. 

MR. MACAULAY: ‘Have I upset the brief? 
We have quite a democratic way of preparing this 
brief. 

COMMISSIONER BROWN: I wonder if I 
might ask a question on this. In your objective of 
a stable rate of growth, a satisfactory rate of growth, 
you. will require stable investment, and this is going 


to be an investment in fixed income securities for both 


; as, © ee 
7 _ _ re’ a | 
~< a *; . ©) ¥X , 
irs 


MatAt wor ob ody’ imagast e 4 
| exedt ‘tasvivoot do ekond at dastedes velareukeiks biteds 


au 0 


youd nedw sould bas qu og asotaq med esate ‘od riiw ie 
wot gasf sat at need ovsd yedt es .wsew tid s es 
at sesetont oaner-gnol sfdsisiod Bs ai dsdW-.etssy 
d¢tiw toetetemes bas efdstqesos sd ot Level soliq ‘edd 
egnet-gnol yas aaldd YOY od _ tdtworg to efseg Wey 
| ies ATS aH Seideretod xt sasstont | 3 
| a{tdsxveled ef emes.daids I “sYAIUADAM., .AM am dud .edad ie " 
Or 


viiiidsda ead Nad? ew -- elds benolsnem eved ew bas == | 
; : ' | 7" 1 


iyods emoo o* gatog el dads gnkdtemoa al asofag, to in 

j'pob Lotud.,.dtworg. to ¢iveet, odd.as duods,cmeo gon.10 a1 
,siommeddawt bas ti sofitiuesaievs bluow sw Meld let 

| at- Matddel r 

; | goltinose weve 3MOBEID AATMOLACIMMOD a 
tasoiag +0 ytifideta rot diworg jal 

.o% ~ :YAIUADAM (AM au 

t'abinvew poy bad sBOearo ARVICTESIMMOD . iy 

e3r mo > @heetioie doom oot tig p Qi 

: woivy awo- Yat Ae aah ee YAIUAQAM 5M jos 
: | .tsit sd biuow lie 
| .998 I. 3Mo0edio AAAOTALIMMOD. . 
| Tterid edd joaqu: I; evs: : YAIUADAM AM bs 
efdg gubisqera to. yew, oldstoomsb s otiup evs oW las 
4 oe | | ‘2 tetad es 


I t£ tebsow IL 3MWORE ABMOTeeIMMOO 


‘to evitostde wey al .aldd ao molvasyp,s axes, tdote 


{ 


 adworg ‘to sist yrotostetise s .diwotg to otst efdsta s | 8s 


| PR tgpctage aera meinace atte i eee nannE tem acencene: 


: 


ao aan eee , een 
- sted tot seldtuvoee emoont bextt ab ti aia werk ns sd ot 
fi : fas ae ee Ar 


Nethercut & Young - 7060 - 


Terente, Ontaric 


provincial and municipalities. Now, you are prepared 
to sacrifice stable prices, but how will this affect 
your ability to attract that type of :investment? 

MR. MACAULAY: I don't think we are tati€ing, 
Mr. Brown, of runaway prices; I think Mr. Gibson 
was trying to come down to the point, or got us to 
the basic point which we put ahead of the other, and 
L think we consider this important in that we have 
emphasized the attraction of foreign capital into 
this country. I think that it is obviously very 
important to the people who hold bonds and who buy them 
that they will be very interested in relative returns 
on théir investment as well as the price of goods 
which they buy. I don't know that I can say to you 
how does the one affect the other. suppose one 
is a depressive of the other. 7 

COMMISSIONER PROWNs Which is which? 

MR. MACAULAY: Well, I would think af prices 
got out of hand -- as in some of the -bamana republics -- 
I would think the tendency would be to discourage 
foreign investment; to put it in a sock,.to bury 
it in the back garden, get into gems, diamonds and 
nicotine, so obviously if we carry it‘to an extreme 
this may be a bad thing for your state, but we are 
not talking in terms of extremes. 

COMMISSIONER BROWN: Mr. Gibson was trying 
to get at what terms you were thinking in. 

MR. MACAULAY: We are trying to get away 
from him! 


COMMISSIONER GIBSON: We have had it suggested 


grutaltet ens ow aertelt Fines “eYAIUADAM (AM 0 


RAY 


moadiO® .wM wwidt I :eestsg ‘yewsrt 0 aword .oM 


2% as tog 10 .tatog edt ot mwob omoo of aniysd esw iP 


aus ,vaddo edt to bsede tuq ew dotdw dutog otesd edt a 


: | aven ow tsdd af Jastrogqms atdt sebtenoo ow untdt I | 


otat fe¢tqso agterct to aetdostdis edt bestasnqme | 


yrev Ylevotvdo et tt gad¢ antdd I yates atdd 
mont yud odw Bus absod bios odw elqosq edt of gaged rogms 


ecarutet evitslet ak betestetal yrev ed [fiw yeds tsdd 


yoy ot yse mgo I tsdd wont ¢'nob Ll .ywd yodt dotdw 
age sBsoqquea . tendo edt doetits emo elt asob wod 
| .19ate oAt to eviezerqeb Bs al 
tdotdw et doidW sHWOAG THMOTe2INMOD 
ssolirg tt iinitddt biveow I .Iiflew 2 YAIUAOAM of 
jem goffduqet enensd- edt +0 emoa mt ss -- basd to tuo tog 
eyaiuoosib oF ed bivow yonsbsred edt xatdt blvow I 
yurd od ..Nooe s at ti tuq o¢ OME! ie gtsro? 
bas ehoompib .emeg otnt teg Mebis3 swosd edt at tk 
Smsisxs 8 os Ti ‘yurso ow if ufevotvdo oe ,enttooina 
ois ow dud .edsde qwoy 102 gatdd bed 8 ed yam atde 
| ,gemsrtxs to garret at antiise gon 
aniyyxt asw moadtp “aM 3sAWOoRe AAMOTLLIMMOD 


‘at gintuatdd stew soy ened dadw ds seg ot 


eboog to eoliq edd es [flow as Jaomtesvat 1t6dt no 


iy, ysws tog o¢ antyrd ots sw sYAQUADAM’ pM 6 OS 


Nethercut &é Young 4 7061 = 


Torente, Ontario 


to us that declining prices were definitely in conflict 
with a reasonably long range rate of “growth, but we 
have also had it suggested, and strongly, that prices . 
advancing more than slightly over a long period are 
also in conflict with. a. satisfactory rate of growth, 

so maybe the thing. is not by any means clear, and 

there are a lot of different opinions which we have 
heard. 

MR. MACAULAY: Don't you think -1t would 
depend on how other things advanced?- That is to say, 
if your Gross National Product grew Re the expense 
of an increase in price, then you really perhaps 
have had no PeAeMh TeGend in the Gross National 
Product, and that is one of the problems, to sort 
this out. 

The first time I ever heard of a “constant 
dollar" is when His Lordship started talking about 
it about eight years ago. I was going to ask him 
vi he wouldn't mind lending me a constant dollar, 
because there just are not any around, but a lot will 
depend on whether it will take self-sacrifice or growth 
to obtain it and, another thing, rises in prices I 
don't think are noticeable if everybody else's prices 
are rising; that is to say, in other jurisdictions, 
so whether you are talking about an absolute rise 
in prices or a comparative rise in prices in a nation 
only, it is another matter. What about you, Professor? 

PROFESSOR TRIANTIS: If I may come into 
the discussion, I don't say that what I mean to say is 


academically proven or can be proven, but if you look 
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at the statistics of European countries since the 
end of the war and you examine their rate of growth, 
number one; the percentage of unemployment, number two 
and the yearly increase in prices, number three, and 
you say that these are your three goals which may 
be expressed numerically, you will find that the 
countries which are supposed to have -done well are the 
countries where the rate of growth, the growth in 
the over-all product, is greater than the sum of 
the rate of unemployment plus the rate of increase 
in price, so if we could get something like 44 
per cent growth and have a 3 per cent unemployment 
and a one per cent rise in prices, then I would say 
we are doing well. 
You will find countries like Japan and 
Germany have done much better; that is, the rate 
of growth has doubled the sum of the rate of unemployment 
and the increase in prices, and you still find 
countries in North America doing worse. This cannot 
be proven academically, but it could be national. 
COMMISSIONER GIBSON: It depends. on the 
periods. In the period of the last few years what 
you said would be so, but if you took from the end 
of the war you would see a better picture in North 
America? 
PROFESSOR TRIANTIS: In the 1950's that 
is the picture. However, as far as Canada is concerned, 
I would say that if you go to the market and you come 
back with an empty basket, you are getting worried 


as to what should be in that basket and that is the 
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state in North America today. If we have no growth, 
we are worried about growth. We are prepared to look 
at prices, but it is a secondary consideration, and 
this applies also to the content of your growth. 

I don't know whether that represents the view or 
not. It is what this 43 per cent should be, whether 
education, or what. 

MR. MACAULAY: That gets back to Mr. Gibson's 
point. | | 

PROFESSOR TRIANTIS: I should say that this 
depends. om what growth is leading to. If it is leading 
to difficulties in the international field, the 
aim of your growth should be more education, more 
science, more technology, and so on. if we are sure 
about our ability to defend ourselves, growth is a 
matter of having good times, but it all depends on 

-what it is we want. 

COMMISSIONER GIBSON: I think that Mr. 
Macaulay put a little more specific objective on it 
from the Ontario point of view, and the emphasis 
of secondary industry would fit into this. I don't 
know whether we should ask you to express a view on 
the international situation. 

MR. MACAULAY: We are feeling sufficiently 
inadequate on the subject which we are asked to 
express ourselves on without getting into that! 

COMMISSIONER GIBSON: Ome of the other 
objectives which I found very interesting, when this 
was put on the secondary list, was .a. financial 


system that»is cconducive to a flexible economy. 1 
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wonder if you would deveop this a bit? Should there 
be more changes in interest rates? 03 

MR. MACAULAY: Well, I think that that is 
contained -= the juxtaposition of this is more by 
misadventure than anything. I think we have feit 
that the aegis by which these things would be brought 
out would be a flexible economy; I don't think we 
-are putting that sort of hat and least. Isn't that 
So? 

COMMISSIONER GIBSONs I wasn't suggesting 
that; wondered what your thinking was, how you 
think the financial system could be improved and 
made more conducive to the economy? 

MR. MACAULAY: I would Pee OS indirectly 
we pointed out to you that the blanket application 
of tight money, for example, is destructive in the 
export business, whereas it might be a very good thing 
in certain other aspects. 

We think that the application of tight 
money, aS a policy, hurts some people and doesn't hurt 
perhaps others, and yet. that 1s why we asked you -- 
urged you, rather -- to find who are the bad boys 
in the house that cause the inflationary pressures, 
so that we might give them a pat on the wrist, as 
opposed to just sort of saying, as my parents used 
to say, "I am tired now3; we will all go to bed." 

COMMISSIONER GIBSON The system just works 
that way? | 

MR. MACAULAY: It may be that you are 


correct, it may be that; I am certainly not going to 


pram ‘ 


pines ante 
Cres ‘ w “tesiter ode 
ek dare vaio aan ry urew eammowe mt 
ed enti et efdy ‘to ho Ft heogsexirt ortd ie aie 


diet ever ow Sintds TO Vgntneyae ee 


— 


noo 


Ml pea ed pluew gankdd eaond dohdw wa aiges edt sce | 
| | ow siesta d'seb T cena eldixel? s ed bivow ‘Yue i} 
‘ ted tak Heber bue desl to dros teat ‘gatdsuq oa 
| ‘Foe 
onitesgaue +'aaaw I :WoeaTS MANO Tee TMNOD 

r wey wor aw galtiatdd toy $sdw berebaow T° etedd 
bus pevovamt sd blyoo motaye fatonent? edt Xntid 
hacuneaann ant ot evioubmos som obsm 

gidoerlbas Jedd ‘ine bigew I 3sYACUADAM AM 
‘noktsoliqgs tsinsid edd tect Box oy due bestataq ow 
| end nit ayttourdeep et  esfamaxe tot, venom dAgkt ‘to 
im gutdt boog yrev a ed Sdgim of esoisiw peasniand tteqxe 
Jetosgqes vedio nisixeo mt 

digit to nottsotiqgs edt tad antdd oW 
duud d¢'agoob bas etgoeg omoe adiud etotlog 8 ee venom 
és: yoy beves ow st al tedd $9 bes ceredito aqadieq 
eyod bsd env ors orw batt et ee ne Pee GOY bonis 
.peruersig yishotisltat ‘edd SaU80 gens sauosl cat at 
es tetenw ent nO tsq & “mons Sek3 Mite ow isd? of 
peay adnetsq um es _Batyse to t102 seu ‘ot besogqo 


. a ae, 
" ped of os fis [ftw ew won bettt me I" .ysa of i 


exsow text motaye sq? WoeaTo AavoreeimMoo 


me oars cer mn ese seri 
. ‘- ing f 


“exs’ ‘SOX tsdt- sd aren nares fu he 


toi 


Nethercut & Young ~- 7065 wo 


Sorento, Ontaric 


delineate it for you. 

COMMISSIONER GIBSON: Well, on this question 
you mentioned tight money , and your argument is quite 
correct, that tight money affects some of the smaller 
operators who find it difficult to get ahead the way 
they otherwise would have, but on the other hand, it 
has frequently been argued that tight money tends 
to cut costs down and maintain your export position. 


There is a conflict here. 
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. MR, MACAULAY: When you say that it 
has been argued, this assumes you are talking about 
a past bees I was arvamguce suggest to you that 
we were emerging into a new era of tied transactions 
in the export pusiness where credit is an associate 
characteristic of the transaction. If that is-so, 
tight money can, and I suspect will, have a much 
more disadvantageous effect in the future than it 
has had in the past on the export business. 

MR, STEVENSON: I think particularly 
in Ontario now the emphasis is on trying to get some 
small manufacturers particularly, who may not have 

- been in the export field before, to enter this new 

field, wi These are firms which may have much more 
trouble getting money, particularly when money is 
rather tight, and therefore their attempts at holding 
or breaking into the new market may be more seriously 
affected than’a larger firm. 

COMMISSIONER GIBSON: I would like to ask 
you about your recommendation that there be an 

- announcement of goals: this would be presumably by 
s@nmeonaan of the federal. government, I take it from 
time to time, of the goals of economic policy and 
the particular mix that suited circumstances; is that 
a fair statement? 
MR. MACAULAY: Yes, sir. 

COMMISSIONER GIBSON: Would you say a 
little more about this? Would you envisage this 
being done once a year, or whenever it was appropriate? 


MRO; MACAULAY: .<"Whenever it is appropriate" 
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isa matter of judgment. This is obvious, I think. 


But, I would not want to tie it down to every year. 
Frankly, what we had in mind was something on a longer 
tienes basis than that. We are involved in the province, 
under the Prime Minister's direction, in bringing 

about a number of results: we are hoping to do some- 
thing effective in the field of import replacements, 
something in the field of greater exports, decentralization, 
the creation of new industries, and so on. We know 
from having worked as hard as we have in the past 

nine months that it is only now starting to show. 
Therefore, I think it is fair to say that any kind 

of pronouncement would be on a long range basis, and 

Ll think we had in mind, although I hate to use it, 

a five year plan sort of approach. 

COMMISSIONER GIBSON: This would be an 
announcement of the basic goals which you outline in 
the brief of national economic policy, and the 
emphasis which was to be put on each? 

MR. MACAULAY: Yes, sir. 

COMMISSIONER GIBSON: I can understand 
a general statement of this kind, but as soon as you 
Start getting down to particulars, would you say, for 
example, we should put up with a certain amount of 
increase of price every year if the circumstances 
suggested this, or would you be silent on the subject? 

MR, MACAULAY: I think I would be silent 
on it, myself. 

PREMIER ROBARTS: I think the idea is 


that there would be a basic goal which everybody would 
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understand we were getting to. i think this really is 
the concept of the idea. Of: course, the degree of 
particularity with which you can do that, and the 
frequency with which you can make statements -- because 
frequency of statements would indicate alteration of 
objective -- there would be no purpose in making any 
statement unless you had, in fact, changed your 
objectives. I think the basic concept is that we 
would know what we were striving for so that the efforts 
of all could ibicndbcta sae in a common purpose. With 
that. in hind. it would have to be reasonably broad and 
could not be revised every six months. 

COMMISS LONER GIBSON: This would be a long- 
range economic programme in which you name a certain 
rate of growth or a certain balance of payments -- is 
that the kind of thing? 

MR, MACAULAY: JI think so. 

PREMIER ROBARTS: Some you could put in 
the language that economists might understand, and 
some you could put in the language that businessmen 
might. understand, Saeyeenene you might put in the language 
that people generally would understand. So, there 
would be some idea of what, in fact, we were attempting 
to: do. 

MR. MACAULAY:: We feel, and it may be that 
price increase -- although I did not have it in mind 
as one of the sacrifices. -- I think the burden of our 
argument is that the best organ of democracy is a well- 
informed public. We believe, so long as people in 


high places are debating amongst themselves as to what 
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we are trying to do and what route we should take 

to do it is unsettling to a public which otherwise 
might be prepared to make the necessary sacrifices, 

I do not say necessarily high prices: let me give 

you an example, if I may be so bold: I think the 
public of Canada accepted what was called the austerity 
programme with very good grace, Whether "grace" is 

the right word, I don't know. Let me say that it 

had a high degree of acceptance. People felt, I think, 
that it was necessary and nobody had ever told them 
this before. If they had been told before, I think 
they would have done it before. I think they would 
make even greater sacrifices. In what area, I don't 
know just at the moment that I would be prepared to say, 
but I sae a great belief in the human nature and 

the well-being of our people and I am confident 

our people will make the necessary sacrifices, but 
they have got to be taken into the confidence of those 
leading the country, and they have to be convinced 
that those leading the country know where they are 
going. I don't know exactly what statement we had 

in mind, but we sort of had in mind the kind of 

Signals that are played in a rugby game. There would 
be chaos if everybody had a different play, and we 


think this is about the way things have been going. 
--- Short Recess. 


COMMISSIONER GIBSON: Mr. Chairman, I 
would like to ask one further question in this first 


section of the Ontario brief. It relates to the 
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relations between the federal government and the central 
bank. 

You make the statement very definitely 
that the relationships should be clarified by the 
statute that the decision on the combination of goais 
of monetary and related policies rest exclusively upon 
the elected representatives of the people of Canada. 
How would you go about this? I understand what you 
are saying, but how should these relations be outlined? 
Would you think of changing the Act to try and define 
more clearly the area in which the central bank Works? 
Would you think of giving the government power to 
direet the central bank on disagreements? 

MR. MACAULAY: Well, for my part, to 
start it, Mr. Gibson, our view was that we could -- 
and I don't think we have actually worked out any 
phraseology; but I don't think it is beyond the 
possibility that we could make a run at it -- but our 
view was that there has been in the past some indefinite 
ness as to the relationship between the Bank and the 
Minister of Finance, and we think that perhaps this 
is not in the best interests of the stability of the 
financial community. To that extent we felt that it 
could be established either in the preamble of the 
Bank of Canada Act or in one of the substantive sections 
of the Act, that it is the responsibility of the Bank 
to report to and through the Minister of Finance, to 
the House of Commons or to the government ~= or however 
it is phrased -- and whatever phraseology is necessary 


to make it quite clear that the Bank of Canada is an 
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agent in more than just debt management of the govern- 
ment. 

COMMISSIONER GIBSON: You are saying 
specifically that the Bank of Canada should be an 
agent of the government? 

MR. MACAULAY: I don't know that "agent" <-- 
pardon? 

COMMISSIONER GIBSON: ....of the govern- 
uenes of course; it is a creature of parliament. 

MR; MACAULAY: Yes. 

COMMISSIONER GIBSON: At least, parliament 
set it up and can change it if it wants to. Are you 
saying the Bank of Canada should be part of the 
governmental set up, or should it have a certain 
degree of independence? ' 

MR, MACAULAY: Well, what is a fellow 
who has independence but who has to report to somebody? 
IT doen't know what kind of independence he has. iL 
think they should have a kind of independence, but 
the difficulty is in defining. "independence". As 
a rule you end up with the fellow not having an awful 
lot of independence, or he is completely independent. 

I think what we are trying to strive for is that it 
should be perfectly clear when the federal government 
sets goals and objectives on a five or ten year basis 
that you balance international payments, to obtain a 
4d per cent rate of growth, et cetera, et cetera, and 
every other effort that 4s made by the government, 
monetary, fiscally, budgetwise, and so on, is bent 


in that direction. This means if you leave the Bank 
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of Canada to pursue its own general policies you may 

be operating at cross purposes. I don't know the 

technical arrangement. What we were looking at was 

in terms of the net result rather than the aegis 

by which it would be accomplished. . 

COMMISSIONER GIBSON: There are so many 
varieties of this, you see. 

MR. MACAULAY: Yes, there are. 

COMMISSIONER GIBSON: One suggestion has 
Sometimes been made that the Minister of Finance should 
have power to direct the central bank to do certain 
things, and this is simply a reserve power that would 
not be used unless a fundamental difference came up. 
You almost made me think when you started to talk 
about this that you thought perhaps the Bank of Canada 
could be part of the Department of Finance? 

MR, MACAULAY: No, I don't think I would 
want to state that, but I would not be unprepared to 
say so if that was necessary to make sure it 
reflected government policy in relation to long range 
planning. 

COMMISSIONER GIBSON: You say “in relation 
to long range planning’ you don't think it would be 
necessary in short run changes in government attitudes? 

MR, MACAULAY: I am sorry, I missed that. 

COMMISSIONER GIBSON: You say it should 
be to do with long range government policy? 

MR, MACAULAY: edulis ta 

COMMISSIONER GIBSON: What about day-to- 


day, week-to-week, month-to-month changes in government 
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attitudes? Should the Bank of Canada be highly 
responsive to that, or should it to some extent be 
set off to the side to protect it? 


MR, MACAULAY: We have said on page 6, 


‘paragraph 21: 


"The relation between the Bank of 

Canada and the Government of Canada 

must be clarified also with respect 

to the policies used. in pursuing the 

chosen goals. Monetary, budgetary 

and debt management policies are totally 
interrelated as to the techniques em- 
ployed and their effects. In view of 

the economic, social and political 
implications orcinesé policies, particularl 
with reference to economic growth and 
employment, it would be unwise to leave 

any doubt as to the ultimate responsibility 
of the Government of Canada in these 


matters," 


I recall reading a statement of Mr. 
Rasminsky some time ago -- perhaps you could restate 
that, Mr. Stevenson? 

| MR, STEVENSON: I think Mr. Rasminsky's 

statement, when he became Governor of the Bank of 
Canada, was quite close to what we have been thinking. 

COMMISSIONER GIBSON: To what you had 
in mind? 


MR, STEVENSON: Yes, except this is not, 
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1} of course, in the statute. 

2 COMMISSIONER GIBSON: That makes it clear 
3| to us what you mean, Thank you very much. Those are 

4 all’ the questions I have, Mr. Chairman, in'this section. 
5 THE CHAIRMAN: Are there any further 

6/ questions on this point? 

a COMMISSIONER HARROLD: In the second 

8 section of the brief, "The need for more research and 

9 information", I think in general it speaks pretty clearly 
10 of what areas and of what you have in mind, and I 

11} had thought of one or two questions, but in’ Mr. Macaulay's 
12 addition to the material which is here presented in 

13 this section he did suggest four broader areas that 

14 might be She subject for study by such an independent 

15 institute for economic research. I don't khow that 

16 I have in mind any particular questions, but I probably 
17 would like to ask okt question of Mr. Macaulay, and 

18 that is, that. in the event this national institute of 
19 economic research had been sét up some time ago and 
20 was operating at the present time, in your first 

21 suggestion of a broader issue which may be studied 

22 you suggested the impact of E.E.C. on trade. Would 

23 you think that a body of this kind at this stage of 


24 the development of E.E.C. would be able to supply 


25| information, or what kind of information or conclusions 
26 or forecasts, or what could they provide to business 
a7 in Canada or government, or whoever it may be, at this 


28 stage of the development, that may be useful? 
29 MR, MACAULAY: Mr. Harrold, the reason 


30 I suggested these four was that I knew if I didn't 
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suggest some you would ask me which four I might 
suggest. 9B Oyi ak picked them, and I knew the oats 

thing you would ask ue would be why I picked these 
four. And, that is a perfectly fair question. Cnee 

a question or problem has been delineated, it is a 
great deal easier to deal with it than if it has not 
been, I wonder whether in terms of exports we are 
thrashing around trying to pitch mist with a hay fork 
or whether, in fact, we are dealing adequately with this. 
We have made recommendations with reference to export 
credits; we have made recommendations with reference 

to tax incentives, and so forth. I don't know this 

is basically the area to answer our capacity to compete 
effectively in E.E.@. There are certain areas in 
E.E.C. that are quite apparent from the studies we 

have done in our Department in which our private industry 
in Canada is going to have a magnificent opportunity 

to take part. It seems TOUS , then, if those are the 
areas, we should try to Pan if we can, certain 
government policies to assist us not hone to compete 
but to lead the group. Some of them relate to primary 
products, but some relate to manufactured ‘products. 
This is one area, 

I think if documentation, insurance, and 
these things are going to become a greater or a lesser 
problem, that perhaps it i11 behooves the government 
or somebody not to be aware of these and to be making 
plans now. I think when the conditions of E.E.C. 
jell.and cement together it may be too late for us 


to get into some of these fields. In short, this may 
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not be one of the things that a national institute 


should study. 
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I was simply suggesting it as one . Conditions change 
because they are still negotidting the agricultural 
conditions of Britain's entry into E.E:C.. Therefore, 
it. is. very difficult to formulate a long-range policy 
on a condition that is changing; a4 base that is 
sliding around., Nevertheless, from the studies that 
we have carried on in the Department of Economics 
and Development, in our province, there are certain 
opportunities; certain things that we. know we can 
do to help industries in our province which, if we 
bad not carried out, we do not: think we would F aware 
of, I wonder whether these things should not also 
be known at the Federal level because, after all; the 
Federal ssaesitcibid has trade offices -all over the 
piace. It has just apparently gone into. export 
ariel gels by lending directly.to,foreign 
governments. There are many things that it maybe 
could or should. get. into. which would be open to it 
if they knew what the impact was going to be on the 
Canadian economy. I perhaps have skated around this 
without. coming directly to your question, but I. think 
that is. the best.iL can do with-it. | 
COMMISSIONER HARROLD:. There are some studies 
being made, of course, by eid am.not. too sure of 
the exact name for it -- the Canadian-American trade 
committee. It has put out a pretty good study --.I 
am informed it is the Canadian: Trade.Committee -~- 
on this sort of thing. .You feel that a study of this 
kind should go further than that in this regard? 


MR. MACAULAY: As I said, sir, I do not. want 
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to tie my hat on this particular study. I just thought 
I might suggest it as a possibility. It might be 
rejected upon the establishment of such an institution. 
Maybe there are others which are more important, or 
more practicable or practical, but this is an important 
subject and I do not think really everybody Looks 
at the European Economic Community as something quite 
magnificent, and somehow stand. back in awe of it. 
There seems to.me that there are opportunities in it 
as well as risks, and I think it is incumbent upon 
our industries in Canada te know more about, it. 

COMMISSIONER HARROLD: Mr. Chairman, I 
believe that is all ZI have on this particular section, 
but in view of the fact that this was assigned to 
me I might ask one question at this stage as far as 
the whole brief or representation is concerned, and 
perhaps from the point of view of what is most 
interesting to my mind, and that is that you have 
already said that your primary interest as far as 
your brief is concerned is in respect of secondary 
industry, that is related to financing and banking. 
Your brief clearly shows that this is your main 
concern. Am I to gather from this that.as far as 
the provincial government is concerned in the field 
of financing, that you have not the same concern for 
primary industry and, shall we say, agriculture in 
particular, as having any problems in the field of 
financing at all and banking? 

MR. MACAULAY: Well, we think --- 
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of.the broader headings in your: opinion cover that? 

MR. MACAULAY: I think so. I think ee ieee 
we have this lider the heading of small businesses, 
for example. I would not want it to be thought that 
our brief is directed toward secondary industry only. 
All I was saying in reply to Mr. Gibson's question-was 
we recognize that this is a most important area in 
relation to handling our employment problem, but it 
does not necessarily handle some of the other social 
capital problems or investment problems. 

In terms of agriculture, there are a number 
of problems and I suppose always will be; the number 
of people that are leaving the farm,:.for example. 
This is a characteristic of an advancing and more 
sophisticated society. As they leave the farm, they 
aso leave the factories and enter more into service 
industries. this is a characteristic of the type 
of economy that we have. We think there are problems 
in this respect but we have not specifically dealtwith 
them here. 

As the Premier originally pointed out, we 
are interested from the point of view of selling 
agricultural products. This is an export problem. 
Food. processing we treat as a secondary industry 
even though it is agriculturally based. These 
things we really intended to include in a general 
way, sir. 

COMMISSIONER MACKINTOSH: May I ask 
in respect o&.this area, do you think specifically in 


terms ofa private non-profit organization such as the 
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National Bureau is, or a co-operative: government 
éasanhantidn? 

MR. MACAULAY: Frankly I think we thought in 
terms of something ona pus eatieet ec We think it 
is in the basic interest of industry in the private 
sector, and we rather hoped that we could encourage 
the establishment of something of this nature apart. 
from government but with, of course,: government 
co-operation, I do not know that we: had in mind 
government support. When I was talking about that 
originally, was that the concept? 

I think on pages 7 and 8, sir, we discuss 
this and we say that in our province: we are most 
happy to co-operate with such an organization and, 
in fact, we would be happy to help create it if we 
could, but I think its basic strength would be more 
lasting if it were an enterprise of the private sector 
of the economy on a non-profit basis: 

COMMISSIONER MACKINTOSH: My recollection 
ls that the National Bureau in New York does nét_ 
undertake much of the kind of study you have given 
as examples. 

MR. MACAULAY: Well, that may. be. 

COMMLSSIONER MACKINTOSH: That is in areas 
which underline policy issues immediately. Most of 
their studies have been much more fundamental and 
long-range. 

MR, MACAULAY: TI would think, sir, that the 
studies I have suggested are not necessarily those 


which would lead to government policy. They also 
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could lead to industrial enlightenment, if I may 
say that. 

-Qur interest has been limited to what 
experience we do have in ontario in relation to trade 
matters and sHaedeeine secondary industry to compete 
in the outer markets and to sort of rise up and 
strike a blow on their own behalf. We have felt that 
we suffer from an inferiority complex as a nation, 

province or as our industries do and; secondly, there 
is a lack of knowledge of opportunities available 

and the problems that they face. We emphasize this 
particularly in respect of small business, but we 

think it is also typical of some of the large businesses += 
not those that can have people- in foreign markets 
constantly and afford to have them there, but we 

feel that --"ignorance" is a very harsh and I do 

not like to use it in this sense -- lack of information 
is a debilitating factor in developing the economy. 
These kind of studies might be very useful quite 

apart from government policy which might flow from 
them. 

PROFESSOR: TRIANTIS: The reason why we 
mention the National Bureau is to emphasize that it is 
a private non-profit organization, independent of 
national prestige. 

Now, we also refer to the Bureau as 
existing, for instance, in Germany, and we think it 
undertook studies of a thorough nature, or of 
India, which we set up -- that is "we" in the West; 


theirNational Economic and Development Council, which 
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itself undertook, for instance, private studies of 
saving in India... If we had a. study of saving in 
Canada I think we would be further ahead than we are 
now with a Royal Commission sitting on matters of 
credit and financing. y 

In the States the National Bureau is able 
to specialize in studies, as you mentioned, sir, 
which are not quite as close to policy-making, and 
the reason is that there are other institutes or 
committees that do that job. There is, for instance, 
the Committee for Economic Development. Maybe that 
wLll be the next stage, but we have to start with 
an institute and eventually. get the second one that 
will do something closer to policy. 

COMMISSIONER MACKINTOSH, I. just wanted to 
get clear what you had in mind. 

Next you mention the National Planning 
Association of the United States, and it does a good 
many studies of the sort that you have been mentioning. 
There is, of course, no reason why in Canada we should 
duplicate the pattern of any other country , but 
rather adapt it to our own particular purposes. 

MR, MACAULAY: In fact:, doctor, there has 
been a tendency to sort of look at our economy as 
a small junior addition of the American economy. TI 
do not think that this is true. Therefore, what 
kind of palliatives or medicines have-helped the 
American economy may not i sate Meer uecmade us in 
the same way. 


I must say, Mr. Chairman, that the four 
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examples of study that I put in were inserted by 
me without any knowledge of my confreres, so the fact 
that we have all been able to still stick together 
with it I think is very fortunate. 
COMMISSIONER MACKINTOSH: Well, as a former 
. e@ivil servant I would always judge that to be a mistake. 
THE CHAIRMAN: May we preceed to the next 
sub ject, Mr Leman ? 
COMMISSIONER LEMANs Yes, Mr. Chairman. I 
have a few questions to ask in respect of part III 
of the government's brief where it says in part 
that you are really getting into a field that is of 
primary interest to the Commission, besides being 
of interest to the provinces and the municipalities. 
To start the discussion, would you give 
us a broad statement of the approach to financing 
that the province and municipalities have or should 
have, and I have in mind the relation of the total 
needs netieraluainie’ be financed through borrowing and 
the part that should be financed through tax revenues 
in an ideal situation. You talk through this part 
about investment in human capital, but when you 
come to decide what you want to finance through 
borrowings and what you should finance through current 
taxes you are not using capital in that sense there, 
are you, or would you go back to more physical 
measurements of what should be financed through 
long-term borrowing? 
MR, MACAULAY: I think, sir, if I might 


at least initially, ask that this question be directed 
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to the Premier and the Treasurer. .I have my own 
views on this which I will give following up after 
they have spoken, but this is their basic field and 
I think perhaps your question should be directed to 
them at this moment. 

PREMIER ROBARTSs Well, as I gather 
your question, it is, what proportion of..the expenditure 
in certain fields, municipally. and ida dons +e, should 
be met from current account and should be met. by 
borrowing? 

| COMMISSIONER LEMAN: Yes,what principles 
should be followed by the provinces and by the 
municipalities? 

PREMIER ROBARTS: Well, sub ject to any 
comment the Treasurer may have, I would say that. in 
gurimundespalisdes this, in many instances, gets 
down to the question of what you can do. In other 
words, shit do not necessarily follow a formula. You 
end up with what you can do within the area of practice 
and what your requirements are, and a formula would 
not be applicable to different municipalities. Although 
we do work in this province to certain formulas 
which are established by an organization called 
the Municipal Board which functions under the 
Department of Municipal Affairs, and it sets a limit 
on debt in relation to assessment. This might drive 
a municipality into financing out of current account 
something that perhaps should be financed by debt 
because they may have reached the debt limit that 


the Municipal Board will permit them to issue in 
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_ debentures. 

Then to further complicate the situation 
you will run into situations where there are statutory 
requirements that the municipality must meet regardless 
or what the Municipal Board may say, or what formula 
they may set up as being the proper formula to keep 
the municipality financially sound. I am falling 
into Mr. Macaulay's trap; I am making a speech. We 
end up in this’ position; it is very difficult to 
devise a formula to meet the requirements that you 
are talking about. 

Discussion in regard to the point that 
we were speaking of here will be my answer when I 
am questioned further. 

| COMMISSIONER LEMAN: Let me illustrate 
a little bit wack 1 wave in mind, En paragraph 41 
at page 13 of your BP1Lef you have given some indication 
of the magnitude of your problems in the realm of 
education for the next 10 years and -some indication 
of the magnitude of your problems in the realm of 
health, but you start the paragraph by saying: 
"We can illustrate this point by a 
brief reference to the “legs situation." 
You end up by sayings 
"These figures give some indication of 

the expanding total financial burden 

facing the Province in the coming years." 

You have not really given us much of 
an idea of what are the problems facing the province 


in the next 10 years divided as between the increase 
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in the tax yield that the province should be entitled 
to expect, and the part of the total burden that is 
likely to have to be financed in the capital market. 
Those are the kinds of things that would give us 
a real indication of the magnitude of the problem 
from the point of view of financing ‘in the capital 
market. 

PREMIER ROBARTS: This will lead us 
into another part of the brief really because it 
is very difficult for us to estimate what portion of 
our expenditure we will have to meet in the capital 
market by borrowing, until we know what our revenues 
are, .AS is pointed out in the brief, it is very 
difficult for us to forecast our revenues, although 
we can forecast pretty accurately some of our 
expenditures. At least, we can forecast what our 
expenditures will be if we are to achieve 100 per 
cent of what we want. We may have to settle for 
something less than 100 per cent in the future. We 
know, for instance, that the children are going to 
be there. In the field of expenditures anticipated 
we will say at the university level we can forecast 
from our elementary school population how many will 
be in secondary schools, and statistically it is 
not difficult to forecast the number that will be 
knocking at the doors of our universities, but we 
cannot forecast whether we will be in a financial 
position to provide the facilities that these young 
people will need even though they are there. That 


is what I meant by saying we can forecast 100 per cent 
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of what we would like to do from a financing point 

of view. We may be forced to settle for less than 

perfection, if you understand what I mean, and simply 

not provide the facilities we would like. It may be 

that the Treasurer or Mr. Brown, the Deputy, can 

give you what you are seeking, and I believe that is 

a forecast in respect of what our revenues will be 

compared to what our expenditures will be. 
COMMISSIONER LEMAN: Well, I would not 

go quite so far as to ask for actual figures for 

a projection of ten years right at this meeting, but 

I am asking you whether there is a definite financial 


policy. 
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1 MR. ALLAN: I might indicate that there is 
2 a financial policy at the provincial level. It has 

3 been the policy and the practice of the government, 

4 even since the time that your chaitrtien was treasurer, 

“) to finance all current expenses from current revenue, 

6 | and to endeavour to finance a greater percentage of 

7 the capital costs which comes to a government in 

8 providing some of these items which are mentioned 

9 here by borrowing. The percentage that is borrowed 

10 varies from year to year; but we have been able, and 
11 hope to continue’ to. be able,+tO°pay a substantial 

12 percentage of the cost of the capital programme from 

13 current revenue, and to provide as well a sinking 

14 fund that will retire the debt in a period of 40 years. 
1D! That is our policy. 

16 | MR, BROWN: It is 30 years. 

17 MR. ALLAN: Yes, 30 years. That has 

18 been generally the policy of the government. Mr. 

19 Hickey is here, and he is very familiar with the 

20 controls of the Municipal Act as they affect municipal 
21 financing, The same practice is carried on there, 

22 except that most capital expenditures are financed 

23 by borrowing by the municipalities. There is control, 
24 as has been pointed out by the Premier, but there is 
25 likewise a very strict control with respect to the 
26 financing of any current expenditures by debt or by 
2 debentures or bonds on the part of the municipalities. 
28 Mr.Hickey could give you any particular instance you 
29 would like in that connection. I do not know whether 


30 that answers your question. 
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GOMMISSIONER LEMAN: Well, we will keep 
on digging a little in this realm, In paragraph 43 
you explain to us that between the years 194d%ena 1961 
the total budgetary expenditure of the government of 
Ontario rose quite a bit more in percentage than 
did that of the federal government, or even the gross 
national expenditure. Now, if that has happened 
since 1949, what evidence is there in that period 
that the capital market and/or the tax sources available 
to the provinces or the municipalities have failed 
to provide adequately for their needs? Is there 
such evidence? 

MR, ALLAN: Of course, this matter has 
been discussed many times at Federal-Provincial 
conferences. The provinces generally, certainly 
our province in particular, have pointed out the fact 
that is made in this particular paragraph. That is, 
that what we may call capital investment in our human 
resources has grown. One of the problems of financing 
the province is as a result of that particular facet 
having grown more quickly than has the overall economy, 
or -- this is not, of course, our particular problem -- 
with respect to the federal government. That is the 
reason we have had to impose additional taxes during 
the last year roughly, in order to meet these situations 

COMMISSIONER LEMAN: Would you think that 
in the period you are talking about, 1949 to 1962 
approximately, which is some 13 years, because of this 
ape of growth in budgetary expenditures, there has 


been a need for too much borrowing of the total need 
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as against the amount raised on current taxes, or not? 

MR. ALLAN: No, we do not think that. 
There may be a question whether anything is too much 
or whether it is desirable, but we do not feel that 
the extent of our borrowing has in any way harmed our 
financial position as a province. 

There arises at the same time the question 
whether one wishes to increase one's net debt from 
year to year, thereby increasing the cost of interest 
payment; but I might say that it was for the purpose 
of keeping ourselves in an excellent financial 
position that we did impose additional taxes, which 
is not anything that any government may choose to do 
because they think it will be popular. However, we 
have done it and we are keeping ourselves in that 
position, and presently we are in a sound financial 
position. 

COMMISSIONER LEMAN: Therefore you feel 
that during the period in question your needs have 
been fairly well met through a mix of tax policy and 
borrowing policy? 

MR. ALLAN: That is so. 

COMMISSIONER LEMAN: Yet for some reason 
you fear that in the future you cannot meet these 
with the proper mix? 

MR. ALLAN: Well, we wonder how far we 
can go in increasing revenue. We can see, as the 
Premier has pointed out, the increase in the ‘cost 
of these services, particularly the social services, 


and it does give us. cause to be concerned. 
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PREMIER ROBARTS;: One we foresee so 
clearly, and the other we look at through a Glass 
darkly. In other words, our expenditures seem to be 
pretty well fixed, and we have forecast a great many 
of them, But our income we do not see clearly; nor do 

expanding , 

we see it necessarily /as rapidly as our expenditure 
requirements. i think the history of the past few 
years bears this out. 

COMMISSIONER LEMAN: I am tryingto get 
at what is your basic worry about the future. Is it 
that if you are not given more leeway or better sources 
of tax revenues you will then be forced to meet too 
much of the province's needs through borrowing? Is 
that the focus of your worry? 

PREMIER ROBARTSs We must find new 
sources of taxation. 

MR. ALLAN: At the same time, I think 
we note the feeling generally that there is a limit 
to the burden of taxation that an economy wishes to 
carry if it is going to be in a position to bea 
serious competitor in world markets. 

MR, MACAULAY: I think that one of our 
opening points which we are making is the last bwtenes 
on page 16, that: | 
"It is obvious that a short-period 
decline in the rate of growth of 
total financial resources of these 
governments might require very drastic -- 
well-nigh impossible -- restrictions 


in their other expenditures if these 
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1 " governments are to provide steadily 

2 growing outlays i 2 social and human 

3 capital." 

4 i 

The impression I had as a partial author of this section 

, was that we were directing the burden of eet comments 
. to the necessity of programmes at a national level 

, which would bring about groWth, from which we could 

, obtain the tax levels. We were pointing ‘out what 

’ we would need, and we were pointing out, in addition 
v to that, that when the government applies the brake; 
i they have to remember where they are. That is the 

44 point we want them to know, because I do not think 

3 we have the flexibility in our budgeting that they 

if have, and when they decide on tight money, it is 

48 because they have greater flexibility in their financial 
a6 fiscal, monetary, budgetary policies, et cetera, that 
4 we do not possess that they do not get squeezed like 
a8 we get squeezed. That is the burden of this argument, 
2 although we may not have expressed it as well as you 
20 

would like to. 
21 
We are not complaining about where we 

2 are going to get the money. All we are trying to make 
# is an effective argument that we must have some 

# assurance of the economics and the borrowing capacities +-- 
# what you referred to as the "mix", sir. We are not 
2 complaining that it will not be possible, but we are 
4 warning that it will not be possible unless we have 

8 national policies directed towards a satisfactory 

29 


rate of growth. 
30 
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Secondly, we want to point out that althoug 
the policies the federal government does apply in 
momentsof duress, and whatever else may apply, on a 
national basis, we do not think sufficient consideration 
has been given to the problem of the provinces and 
the municipalities in relation to their fixed necessities, 
their Pixed outlay. 

COMMISSIONER LEMAN: Mr. Macaulay, earlier 
in the discussion you talked about this Commission 
trying to ferret out who were the bad boys 
and who were the good boys when we are thinking in 
terms of inflation, and I imagine that when you 
were talking about the "bad boys" you had in mind 
what is called the demand pull inflation type of 
situation. A lot of representatives of municipalities, . 
not only from Ontario but from elsewhere, have explained 
to us that they feel they could bring a great contri- 
bution towards greater economic activity through 
municipal work of one kind or another if they are 
encouraged and helped to do so, Would that not 
point to the fact that they could be bad boys? We 
are, of course, using "bad boys" in a nice sense here. 
In other words, what surprises me a little bit is 
the danger of this concept, when we are thinking of 
an inflationary situation, that some are bad boys and 
others are not, whatever. they do, whatever. is 
their rate of growth, or whatever are their total 
expenditures, 

MR, MACAULAY: I do not think, with great 


respect, that it is what the total expenditures are 
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nearly as much as when they do it that matters. This 
was really what we had in mind. I would think that 
inflationary problems are basically caused by people 
who put on the pressure at the wrong time, and who, 

by the very nature of their occupation, may do so. 
Whether this is true of the municipalities or not, 

IL am not prepared to say, but I would not have said 
SO. 

COMMISSIONER LEMAN: Is it your basic 
tenet here that the nation as such should, on a long- 
term basis, focus its attention on the needs in the 
realm of the provincial goals and activities -- this 
investment in human capital about which you are talking, 
improvement of our municipal facilities, et cetera -- 
that this should remain stable and everything else 
should fluctuate around it to accommodate that? Is 
that it? 

MR, MACAULAY: No, sir, with respect, I 
think that is not so, but again, this situation 
is not so today. What we want to have is an awareness 
at the federal level and the Bank that when policies 
are applied -- 

It is like being in the army. Everyoody got an aspirin 
no matter what you had, you got an aspirin. This is 
the way we have been applying economic policies, it 
seems to me, and I think that today is a new day and 

a new era, and that although an aspirin may be an 
awfully good thing for a headache in Ottawa, it is 

not doing much to help the municipality of Etobicoke. 


That is my point. 
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I think we have to have selective credit 
controls. We have to have flexible national policy 
in relation to these things, and all we are trying 
to do is to hope that you will draw to the govern- 
ment's attention that you cannot just apply blanket 
measures in view of the fact that the municipalities 
and the provinces have these very heavily built-in 
expanding, fixed expenditures, Is that not really 
the basic problem? 

MR, ALLAN: Mr. Leman, I might point out 
that. the province does make a great deal of money 
available to the municipalities, so that the problems 
of the municipalities are shared by the provincial 
government, In fact, 45 per cent of our revenue 
roughly is paid to municipalities in the form of 
subsidies and grants of one type or another. 

COMMISSIONER. LEMAN: Yes. But I am still 
a little puzzled by the fact. that both the municipalitie 
and yourselves -- and here I refer to paragraph 53 -- | 
claim that you could collaborate with the federal 
authorities in anti-cyclical policies. 

MR, MACAULAY: I do not think that this 
is what we intend. We recommend that machinery be 
devised for regular consultation. so that when 
they are planning various policies which you might 
describe as anti-cyclical, we can draw to their 
attention the effect that this is going to have on 
the municipalities and the provinces themselves. The 
way you phrased it; Mr. Leman, it sounded as if we 


in. concert should concoct a policy. That is not 
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the point. They have responsibility for the policy. 
All we want to be able to do is to have our day in 
court. 

COMMISSIONER LEMAN: Do you not think 
that in fact the municipalities and the provinces 
could collaborate with the federal authorities in 
implementing anti-cyclical policies? 

MR, MACAULAY: Yes, I think this is 
quite possipre, 

COMMISSIONER LEMAN: Does that by itself 
infer a certain amount of fluctuation in the ‘level 
or éxpenditurés? 

MR MACAULAY?’ I would think’sc.* “But 
only to the extent that it does not negate a point 
we have already made, namely that we cannot avoid a 
very large portion of the expenditures that we are 
already b oft tea to make. | 

COMMISSIONER MACKINTOSH: All at stake 
here is some margin. Periods of tight money have 
recently been fairly short. It is not a matter of 
good and bad boys but of too many boys trying to get 
through a bottle neck” at once. There may be a certain 
percentage of the margin, maybe only a period of 
six months, whith wilt cover" thes period, We have 
a tremendous number of clients who all claim that 
they ought tobe freed* from any’ penalty of: high 

interest rates it is’ only somebody else who needs 
to be restrained,’ “In Tact, are you particularily 
restrained in your capital expenditures if interest 
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PREMIER ROBARTS: It depends on the length 
of the period, Dr. Mackintosh, and with certain 
expenditures at the municipal level it might be 
very difficult to postpone them, 

THE CHAIRMAN: Yes, but many of them 
could be postponed. 

PREMIER ROBARTS: Yes. And I would 
accept Mr. Leman's point, that some anti-cyclical 
planning could be accomplished in comeert, as long 
as your periods are no&too great. 

THE CHAIRMAN: All the municipal expendi- 
tures do not go in 8ehooling. 

PREMIER ROBARTS: That is quite right. 

THE CHATRMAN: And human capital of that 
kind. Many of them go into other matters which were 
once considered to be within the realm of the province, 
but which are now regarded as something you are 
entitled to. 

MR, ALLAN: Of course, in times of tight 
money, which there might be, certainly before the 
effect of the tight money has disappeared, it may 
be a time when it is desirable to accelerate the 
economy. 

THE CHAIRMAN: Well, there would not be 
tight money. 

MR, ALLAN: Well, that was so. We 
have gone through that. 

THE CHAIRMAN: Of course, there have been 
mistakes made from time to time on all sides. 


MR. ALLAN: Of course, the high interest 
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wate is a deterrent in doing something that is probably 
very sound, in going ahead with public works of one 
kind or another. 

THE CHAIRMAN: You have also to remember 
this, that for very many years the provinces and 
everybody else were borrowing at a very low interest 
rate’, If you look at your whole debt structure, the 
net position is not as bad as that. 

MR. ALLAN: Your Lordship, you were the 


only one who could do that! 
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I am afraid when you think of some of the interest 
rates you paid that your face must really --- 

MR. MACAULAY: Break out in a smile... On 
page 16 we note ~-- whether it is helpful to the argument 
or not -- that 56 per cent of the current expenditure 
of all provincial governments and 40 per cent of 
municipal current expenditure consisted of outlays 
on education, health and public welfare. Now, IL 
don't know whether that helps Mr. Leman's point. 

I do think that the point he makes is worthwhile and 
that there is room for co-operation, but you have to 
have the mechanics to bring this about, Mr. Leman, 
and I think this is one of the points which we 

were attempting to make in the paragraph referred to 
aS paragraph 53. 

We would iike an opportunity of 
expressing our views. These problems are under 
consideration, and I think you quite rightly point 
out that it may be by understanding each other's 
problems that we can perhaps ee the period of 
tight money, but fundamentally the. burden of our 
argument here I think is set out in paragraph 55 -- 
although it is hard to isolate one paragraph -- where 
we says 

"This is Het the place to consider 

in any detail the merits. and disadvantages 
of our system and techniques of credit 
control, or the pros and cons of selective 
control of credit. ~There is hardly any type 


of monetary policy that does not, in effect, 
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cuniisdnate against some sector of the 
economy. It is necessary, however, to convey 
our view that tightening of credit, in 
the.manner, practised.in Canada, has often 
had. an unduly limited effect on those sectors 
of the economy, investment in inventories, 
purchases of consumer durables or land 
Speculation etc., which might have been 
responsible for inflationary pressures. 
Changes in interest rates, may not affect 
decisions in these areas because interest 
costs respond too slowly to changes in open 
market rates of interest, changes in interest 
rates are a secondary consideration in 
decisions to borrow, or, because informal 
rationing of credit may not have been very 
effective. On the other hand, credit 
tightening has affected seriously sectors 
of the economy which were not among those 
responsible for sudden inflationary pressures, 
such as government expenditure programmes 
which are vitally important from the point 
of view of the desirable rate and pattern 
of the economic and social development 
of Canada. For the reasons indicated in the 
previous paragraph provincial and municipal 
governments have been hit hard by policies of 
eredit restriction; ..so has. small. business, 
as indicated in more detail later.in our 


submission." 
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COMMISSIONER LEMAN: Well, in that paragraph, 
sir, I point out that you use the words; 

"has affected seriously sectors of 
the economy which were not among those 
responsible for sudden inflationary 
pressures, such as government expenditure 
programmes..." 

and a littie later on you use the words: 

"provincial and municipal governments 
have been hit hard by pelicies of credit 
restriction..." 

Does the record give some evidence that this is se? 
MR, MACAULAY: Well, if you mean can we 

borrow money ahywhere and at-any old rate at 

all, no. ‘However, we provincially have been able 

te berrows I cantt say the same for the municipalities. 

For example, this city itself, Ottawa, went recently 

to New York to borrow. Quebec Hydro went to New 

York to borrow, and a number of people have gone 

to New York to borrow to get a lower interest rate. 

If you are talking about can we borrow at all -- 

no, I would say that the province has not been 

stopped in the path of development by the fact. 

that it hasn't been able to borrow, but it has had 

to borrow at higher interest rates, certainly, than 

it would otherwise have had to borrow at if 

considerati®n had been given to the problems of the 

province and the municipalities when tight money 

policies were being applied, but I think that is 


about all I can say on it. 
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L.think quite rightly, perhaps, the 
see Vick) cabinets which we placed on certain words 
hit hard, and we should perhaps have qualified them 
and placed them in another way, but I might say 
Bite: te you, sir, that there were seven drafts of 
this, and I don't think that we weld have gotten 
it out if we had had to exercise the delicate weight 
Gi tords shes wich’ Boxe. bess. required. 

COMMISSIONER LEMAN: No, no; what I am 
leading at. is thiss what do you call being hit 
hard? Going to New York to borrow money is not 
LE being hit hard. 

MR. MACAULAY: We think paying 63 per cent; 
or something of that order, as being hit hard when 
you have a billion dollar debt, as we have, and with 
the prospects of adding greatly to:it in the next 
three or four years. What are we up to, what is 

the interest to us? 

MR. ALLAN: About $80 million. 

MR. MACAULAY: About $80 million, 

THE CHAIRMAN: What is it in per cent? 

MR. MACAULAY: What percentage? | 

THE CHALRMAN Yes? | 

MR. MACAULAY: Oh, 5,65, perhaps. 

THE CHAIRMAN: Well,.is 5.65 such an. 
exhorbitant rate? 

MR, MACAULAY: It is when you have been gettin 
it at 34. 

THE CHAIRMAN: It is evening up a little 


bit. 
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MR. ALLAN: Everyone has a standard, 
whether it is moral or spiritual, whatever it is, 
and it always seems to me that when we get above 
5+ per cent the interest rate is high. 

THE CHAIRMAN: We have had many years of 
easy times on borrowing money, and it has been suggested 
to us by one expert witness that if they had begun 
to tighten up money a little bit earlier than they 
Gid that any crisis situation might have been avoided. 

MR..MACAULALY: Well, of course, we find 
that --- 

THE CHAIRMAN: But you have to assume in 
‘these ati uane that when the parties do take certain 
steps that they believe are in the best interests 
of the country at the time, and when it is all over 
and you look back on it you see other factors that 
were not apparent at the time,and from hindsight 
you may. decide, perhaps, that you were mistaken. 

MR, ALLAN:. I think if I might appraise 
the situation, the reason for mentioning it is 
this; that very probably a province will require more 
money during a period of tight money than they do 
when. the economy is good, that is, when everything 
is flowing along nicely,.and.we noticed the.fact 
and we did have to pay 6 per cent for bonds, and 
Lf that continues for 20 years you don't like paying 
6 per cent. 

MR, MACAULAY: I wouldn't want Your Lordship 
to misunderstand; we are not trying to substitute 


our opinion for the Federal Government as to when 
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there should be and when _there should not be tight 

. money, all. we are saying is this, when the government 
decides to adopt a policy, we think it unwise to just 
throw a blanket over the whole country from coast 

to coast. We think that there is room today for 
selective control. 

THE CHAIRMAN: But what<do you suggest 
as effective selective. control? 

MR. MACAULAY: Oh well now, our basic 
burden here was to point out to you that we think 
that this is one of the great charges and opportunities 
that you gentlemen have before you. 

THE CHAITRMANs Yes, I know, but from the 
studies you have made of this whole problem I would 


have thought you would have had a concrete recommendation. 


What sort of a selective control would you be prepared 
to submit should happen? Selective controls might 
affect you as well as vombande else. 

MR, MACAULAY: Well, I will tell you -- 
to change the subject, that is always a good idea 
when you get cornered -- that one area in which TI 
think it is absolutely fundamental that we have got 
to have a selective control is in terms of export 
credit, I don't think in other circumstances that 
would apply, but I think we will have to establish, 
perhaps nationally, a special fund, perhaps special 
arrangements with the banks or with private industry, 
or whatever it may be, but I don't think we can put 
on a blanket credit control relating to export 


credit. 


tasoo moti yitewoo. eflodw eds tevo tedastd, ares 


i. 


“0% yshod moor al euedt Jadé aisttdd eW .dasoo o ia le 


anos aolwovwfontnos-evttosLee 


a geeggue woy obo dsrw dud osMAMATAHO BHD oo o °° | 

EF | Rfottnos svidvosles evitostts es | 
fa ‘ofesd siito wot teow dO” “yaguADaM Jie 2°" pA a 
a Maid? ew tedd yor ot do tatog od asw ered msbyod | 
ae esitioutregge bas asgrsdo csetg edd to eno ef afdd fads | 
- voy stoted evan nemo lines voy tsdt 


" add mort tud .word TF .eey sHAMATARO BHT 
7 “pivow I mefderg eforw atdd to ebam evs voy eshte 
3 OLS Sige steronoo.s bsd even bivow voy tiavodt svsA 


bersceiq ed voy bivow Lortnoo evitoelee £ to, dJi0a, tecdiW 


jdgio aloxdnoe evitoelee Sasqqed bluosa, timdua of | 
eels ne ee as. Liew, es, voy, toetis [ar 
~~ soy {fet LLlw I .fleW <YAIUAOAM .AM yet 
sebi boos « eyswis et ¢sdd. ,tostdua edt egaisdo ot cs 
Is 


t dotew af sers ene teddy -- betenreo tog voy, netiw 
tos sven ow dtedd istremebaut yledwiloeds ef Ff antas 
suogxe %o ented BE ak Loutnos svidoelee s ove’ ot 
jard Beonetamyotke Yeddo’ at wate Fob T Vatbexs 
.debkdedes of sved Ittw sw dattt I dud .yiqas bivew 
Istoeqa aqsdreg bitte’ tstoege & .Vilsnotssen aqatireq 
avwrseubat stsviag dtiw to ednsd edt dtiw adneregie1ts | 
tug aso ew aardd ti mob LT turd! ,ed (Gait 38° evedadw 10 : 


= 


 dteqxs oF antistor aa thers: eid 8 nO 


ne - a 
iil oF an taaceteveD £ al , ee 


Nethercut & Young ~ 7105 a 


Terente, Ontario 


i) 


nr 


THE CHAIRMAN: How does that help the 
municipality? 

MR, MACAULAY: Sir, I was changing the 
subject. : | 

THE GHAIRMAN: I think that you have a 
section on export trade: : 

MR. MACAULAY: Yes. You were going to 
come to it. Do you’ mean you want me to get back? 

COMMISSIONER LEMAN: wr. Macaulay, I dined: 
Want to argue with you, I am,just asking some 
questions, but let. us not change the subject for 
another moment, if you don't mind. My point is this; 
it seems to me, without getting into the techniques 
of selective controls or exactly what form they 
should take, your point is that by reference again 
to paragraph 55 that monetary policy at the time 
ef high demand when you want to be restrictive should 
hit just those sectors which you have mentioned 
in the middle of paragraph 55 on page 18; investment 
in inventories, purchases of consumer durables 
and land speculation. This is the sort of thing which 
you feel should take the brunt of: restrictive monetary 
policy? 

| MR. MACAULAY: I think: the point, sir, 

is they have no built-in need, theirs is postponable 
but, as the Prime Minister has indicated, once we 
take children into the educational system you can't 
send them home with a note to the mother saying,"Send 
him back when tight money is over." 


COMMISSIONER LEMANs That is right, but I 
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think Dr. Mackintosh mentioned something a few minutes 

ago that should bring this thing into focus. When 

you try to effect,through monetary policy, the 

total level of expenditures in the country, you ave 

trying to work on the fringe. You are not trying 

to destroy the whole system, you are not trying 

to stop education of children, that sort of thing, 

you are trying to stop the fringe. Are not the 

provinces and the municipalities partly involved in 

the fringe, too? They build. 

MR. MACAULAY: Oh yes, they do build, 
eertainly, but again all I can do is repeat our 
point, and that is that some areas of the economy 
respond quickly, either up or down, to tight money 
policies. Some respond very slowly and to some 
tight money doesn't matter a hoot and they will go 
ahead and back the market so long as they can get 
it, and we believe they can get it, and they will go 
ahead and spend it. 

with 

COMMISSIONER LEMAN: So it is/the province; 
it doesn't like the fact it costs more, but it goes 
right ahead anyway and that is what these other people 
do also? 

MR. MACAULAY: And what we are trying to 
do is put a little emphasis on the purposes, if you 
want, the moral purposes for which the borrowings 
are taking place. 

COMMISSIONER LEMAN: That is your point. I 
HA an iee to get your point clearly on the record. 


May I shift now a bit to this question 
of the sources of revenue that you deal. with quite a 
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bit. There are some points which you make that 
puzzled me a bit, and I refer now to paragraph 44 
where you suggest that the pressure that you refer 
to here may have led to over-expansion of certain 
taxes while others are under-utilized. Could you 
be. more specific there as to what you had. in mind 
in these two types of--- 

MR. MACAULAY: You mean as to which taxes 
may have been over-utilized and which taxes may not 
have been? 

MR. LEMAN; Yes? 

MR. MACAULAY: Well, speaking for myself, 
and I think the Treasury and the:Premier -- and others 
have something also to say on this subject -- my 
own view is that the corporation tax has been over- 
utilized and I think, frankly, it has become a burden 
and the general movement around the world today is 
for a lessening of the corporation tax in the hope 
that having done so we can stimulate the economy 
and in the long run increase tax returns. 

Examples of the under-utilization of a 
tax, what under-utilization of this may well be 
said to be -- although I don't necessarily join 
the ranks of those who would say it -- in Ontario it 
might be the sales tax. We had no sales tax until 
last year. 

COMMISSIONER LEMAN: It has been under- 
utilized or not utilized at all?” 

MR, MACAULAY: Yes, and, Mr. Leman, it 
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Columbia and I think in Quebec and in most of the 
provinces; in Saskatchewan it is 5 per cent, it 

is 5 per cent in British Columbia and 5 per cent 

in Quebec -- it“is’6, 1s it, excuse me. “Have you 
any other areas? It may also be that the real property 
tax, which in the ret paragraph we point outhas 
increased more than three times, and it would have 
had to have increased even more, but we are saying 
here that it would have had to increase more than 
three times if it had not been for the fact. that 

the Province of Ontario, for example, has upped its 
aid to the municipalities by about $425 million,. and 
this. is a very. large amount of money. to be dealin 

in and, if.there had. beena proper.weighing of these 
things perhaps the realty tax may have gone up 

even more than it has. Now, I don't know that I 

can give you a definitive list; my staff may be 
able to help you or may be able to say something 

on that. 

THE CHAIRMAN: We will have this answered 
and then we will adjourn. 

PROFESSOR TRIANTIS: If I may come into 
the picture. Although it has been dealt with, there 
are two problems, one of a long-term and one of 
a short-term, and the long+term problem is this; 
we know what affects us, that provincial expenditures 
have.risen faster than federal expenditures,. and 
we anticipate that this will happen in the future. 
We have no evidence that the revenue from provincial 


taxes will rise faster than the revenue from federal 
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taxes. This has not happened in the past and, as 
Mr. Allan suggested, the government had to impose a 
different tax altogether. We have no evidence and 
no assurance that this will happen in the future. 
It is the case of ‘the provinces having to» 
have enough revenue to meet the faster rise in 
expenditures. That is on the revenue side, to 
meet the expenditures, and on the revenue side we 
are concerned about the nature of taxation in Canada. 
Taxes don't only provide revenues, they have to do 
with incentives, economic growth, with welfare, 
with the distribution of the economy, and so on and 
so forth, so we feel it is not the case of where 
as soon as your expenditure needs a rise, you just 
raise the taxes that belong to you; we feel there 
is need for more general re-examination. What kind 
of taxes should rise? 
| For ieoeeaes an increase td the municipal 
revenue taxes from real property, is that desirable 
from the point of view of ecconomic growth? Is that 
the kind of tax that has to be over-taxed, a Lt 
were? That is the question. 
| So that on the expenditure side, we think 
we should meet expenditures and we think ware getting 
the best structure or we think we are stretching 
to meet certain needs because these things are 
the responsibility of the federal and provincial 
governments. 
MR. MACAULAY: uo 20, put it in a slightly 


different way, we wonder whether taxation in Canada 
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hasn't reached the stage where taxation should be 
imposed with an eye on growth and the effect it wiil 
have on the economy rather than for the convenience 
of the tax collector. 
THE CHAIRMAN: Well, we will continue 
this discussion at 2 o'clock. 
MR. MACAULAY: It is still in the realm 
of discussion, isn't it? We don't want to give the 
impression we are eeeincs fight; it is a discussion. 
COMMISSIONER BROWN: We don't fight with 
anybody. It is conversation. 


--= Luncheon adjournment. 
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--- Upon resuming at 2.05 p.m. 


THE CHAIRMAN: Do you wish to commence 
now, Mr. Macaylay? 

MR. MACAULAY: Yes, Mr. Chairman, I think 
we might begin, but before we do. may I be permitted 
to make. an observation. We have made some fifteen 
Suggestions or recommendations to the Commission. 

I think those. . that affect the Prime Minister 
and the Treasurer most intimately are those upon 
which you. are now proceeding, Mr. Leman. At a 
later stage of the afternoon it. may be, because of 
Some other arrangements, that the Pe iwes Meee ete and 
the Teeasurer will be leaving to catch a plane. I 
am anxious that the Chairman understands that the 
balance of this brief really affects the economists 
of our Department more than the Treasurer and the 
Prime Minister, and we will be staying over in Ottawa 
until. tomorrow. 

If it suits the convenience of the Commissiagn 
we are very anxious to proceed this afternoon and 
continue for as long as the Commission feels it would 
like to continue, but I will ask the Gommission to 
excuse the absence of the Premier and the Treasurer 
after 3.40 P.M, |; We would like to continue for 
as long as whatever we have to say is ace to the 
Commission. 

THE CHAIRMAN: Very well. 

COMMISSIONER LEMAN: Mr. Macaulay, despite 


the fact, as you say, some of the questions I have 


in mind asking should be addressed to the Premier and 
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the Treasurer, I would point out that this Commission 

is not the Royal Commission on Taxation, and neither 

are we consultants to the Dominion-Provincial Conference. 
Having regard to that I do not think we should ask 

you too much about reallocation of tax powers. I am 
talking about taxes in so far as they relate to the 
flow of funds and the use of funds. 

Before lunch we were talking about 
over-utilized and under-utilized fields of taxation. 
There is another sort of animal that is referred to 
at the end of paragraph 52, and that is the types of 
taxes, the revenue from which normally changes cyclically, 
and which are subject to easy manipulation in counter- 
eyelical policies. 

You also refer to taxes which provide for 
eyclically stable and steadily growing tax revenues. 
Would you describe the characteristics of these types 
of taxes, and tell us which they are? What kind 
of taxes are these that you have in mind? 

MR. MACAULAY: Well, there are various 
taxes which, for example, respond in direct ratio 
to the product of the country, or of a province or 
whatever jurisdiction it might be, but one tax which 
has, perhaps, been a eicaecaie ees in recent periods 
of time, both in the United States and in Canada, 
has been the corporation tax. I should think this 
is a tax which one could very well say is related 
to the growth of an economy. 

There are certain other taxes which are 
related in the same way. For example, the real 


estate tax, I would say, would be a tax which does not 
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respond to the financial cycles of a country in that 

it is related to assessment and the legislative 
capacity of a municipality. Whilst the municipality 
fixes the assessment and the rate on that assessment, 
the tax on real estate does not respond to the cyclical 
movements in an economy, whereas, I should think it is 
fair to say, a corporation tax does. 

Now, within what area personal income tax 
falls is questionable, but I should think it is likely 
the former. In other words, the amount of work, the 
number of hours worked, and the pay that a person 
receives would result in a responding, bouncing yo-yo 
kind of a tax. 

Whether there are others than the real 
estate tax, I do not know. Perhaps succession duties 
is another form of tax such as that. If I might 
be pardoned the pun, I will mention the liquor tax. 

If you look at the history of liquor revenue you will 
find it seems to be sustained at a fairly high level 
even at times of economic disquiet. 

COMMISSIONER LEMAN: Yet am I right in 
thinking that mostly during the last ten years or so 
the provinces have been putting pressure on the federal 
government for a larger share of personal income taxes 
and corporate taxes? 

MR, MACAULAY: I think it is right basically, 
because they have been faced with the fact, as Professor 
Triantis has said -- let me put it this way; the needs 
and spending of the federal government have not 


expanded at nearly the rate as beve those of the provincia 
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governments and the municipalities. Ithink it -ts 
feir te say that, since the demand has been greater 

in the municipal and the provincial field, there 

has been a pressure towards taking over fields of 
taxation which the federal government operates -- 
fields of taxation which are really productive fields, 
and Ll am thinking particularly of the personal income 
tax and the corporation tax fields. 

There is also the historic feeling that 
the provinces are entitled to a larger share of these 
fields than they are now enjoying. 

COMMISSIONER LEMAN: I was interested 
also in your argument about the flexibility which 
you seem to think is built into the federal setup 
regarding its level of expenditures. The federal 
government is very much engaged in welfare payments, 
too, and some of those tend sometimes to require more 
money when there is’ a dip in economic activity, do 
they not? 

MR, MACAULAY: Yes. The fact is, however, 
that in one day the federal government was able to 
announce a cut of (3200 million in their budget, and 
that is something which I do not think is open to most 
provincial or municipal governments. 

All I am saying here, without making an 
analytical review of the situation, is that a greater 
percentage of the provincial and municipal budgets 
and revenues is devoted to built-in situations over 
which we have less control than has the federal 


government. 
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Let me put it this way; the provincial 
government has no control over the birth rate in a 
province, nor over how many of these children are 
therefore going to enter into the educational system. 
So far as the federal government is concerned, 
depending upon one's point of view, they have complete 
control over approximately two-fifths of their budget 
for defence. 

COMMISSIONER LEMAN: Yes, but defence 
requirements, from the point of view of the political 
and the interndtional atmosphere, would not necessarily 
respond to the cycle in any way. 

| MR. MACAULAY: No, sir, but I think the 
point you were making to me was that the federal 
government is, perhaps, restricted in the same way 
that the provincial governments are in that they find 
it impossible to trim in the same way that we find 
it impossible to trim. i was just trying in an ad hoc 
way to point out to you certain areas in which I feel -- 
whether it is desirable or not, I do not know -- it is 
practically possible for the federal government to 
trim and where it is not practically possible to trim 
at the provincial level. 

COMMISSIONER LEMAN: They get caught 
with your children when they get a bit older. 

MR, MACAULAY: Do not look at me. I 
have only two. 

Basically speaking, I do not think 
that their budgeting is as relatedwas closely to the 


numbers in families as it is at the provincial Level. 


| oe Ae (Se 1 Sts Ate rae PaO acl 


ny “Daeagane 


e718 merditde seadt to yusm. wod 1evo on “,eomivorq 
omatayve Lenotd soubs eas otal yedie od gatog sro terest 
—hanieoteo et Jasmmisveg Lerebs? odd es ret oe 
etalqmoo eved yedt .wotv Io Jmteg e' eno moar umtbueqed 
tegbud uledt lo addvili-ows yletemtxorgqs wsvo Lovdaos 
»99nSteb 1toT 

gonestebh dud .peY  <WAMAU AaMOTeerMMonD 


fsoldifog edd Io wely io datog ent mort ,staemerivest 


| ylivseeeosmd ton blyow .eradgeomts [snottkavetat edd bee 


Yew vas af sloys eas ot DAOGEST 
edd. amid? I gud. .tte .of +s YAUUASAM AM | 
fe1ebel odd ved?) esw om ot gatNem srew voy gatog 
yew omee ont al bedoluteset .eqsdieg et taomerrevoy 
bali yedso ded? ak ere atinemarevog istomivera odds dendt: 
batt, sw dedd yew smse oft: mt mbrt ot sidtesoqmt tb 
cod be as at gatyyd:devt eaaw Io) .mtrt od eld beeoqmt: tt 
~~ fost I dotdw at asexs atsties voy ot tuo tatog ot yew 
ef, di -- wood wou ob I ,dem so afdertsebh et tt redtedw 
od soomarevog [srebet sdt 10D sldleeog *. yilsotstoarg’ 
mitt ot eidiesog ylisotiosyg toa at ti oxedw bue miat 
level [stonatvorg edt) ts 
tdguso teg yodT | «MAME ASMOTSeIMMOD 
-x9bflo tid. s tea yvedt aedwomsibitds avoy Adiw 
4 «90 6 Nool dom od) ;YAIUADAM .AM 
ows Yleo-eveds 
oMatdt Jour I yaatleoqe vlleotasd: 6-0 D8 
sit ot ylesolo a& betsler es ategnitegbud, is coal ' 


.fevel Ietontvorg edt ts on tt as seliims? ab enedmuy 


: 
verw 


¥ ; ea Shas hes yee) 
grr one ors 2 Yaw ar at ‘aide om see at: foavisvog Gg 


eat ster dtrid edt sevo Lorinos on esd » taomezevey |g 


ij 
| 


ys 
Ma 


Nethercut &é Young ra Le Pi 


Terento, Ontaric 


However, I acknowledge -- and we have stated this at 
a number of places in this brief -- that there is 
room for debate everywhere, and there are as many 
opinions, I suspect, Ly there are people on the mix 
of objectives. All we can do is to put to you the 
basic point that we put to you before lunch, namely, 
that we would like to be consulted before policies 
are implemented, and, secondly, we would like the 
federal government to realize that in implementing 
its policies it ought to look and see who it is they are 
affecting which, as I personally represent to you, 

I do not think they have done. 

I think this is the burden of about ten 
pages of this section, and I do not think I could 
distil it in fewer words. 

COMMISSIONER LEMAN: Let me end up on 
this field with a very general question; do I read 
into what you are telling us that you would not, 
in general, be in favour of the use of fiscal policy 
as a counter-cyclical measure? 

MR, MACAULAY: No, I do not think this, 
sir, with respect, would be fair. We think that fiscal 
policy and monetary policy generally must be utilized 
te the full in contra-cyclical budgeting, and we believ 
in contra-cyclical budgeting. What I am saying is 
that we are not against contra-cyclical budgeting, 
and we do not want to assume somebody else's 
responsibility. We want to be consulted, and we 
would like the federal government to realize that 


when they apply a policy we would like their arguments, 
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if possible, to be more selective and more flexible 
so that there can be selective credit controk, 

The Chief Justice has pointed out some 
of the problems involved in this, and I am sure 
we are all aware of these, but this does not mean that 
where there is a will there is not a way. 

We have suggested in this brief ways in 
which these things can be done, We thought it would 
be. a trespass.upon your terms of reference if we went 
into this field too much. Perhaps this matter is 
more closely associated with the work to be under- 
taken by the Royal Commission on Taxation. But, 
nevertheless, we feel that this is an avenue which 
is thoroughly worth investigation. 

I think you have been very gentle with 
us,.and I, would like to be very specific in relation 
to your questions, but I only want to point out to. 
you that we are not asking you to find revenues for 
us, We are not asking you to find markets from which 
we can borrow. Wht we are asking is that you point 
out to the federal government the importance of 
investment in human capital and, secondly, the policies 
that they may place on themselves at the House of 
Commons level may have a very serious effect; that 
while a policy might help investment in physical capital 
it might also have a very serious. effect that they 
are not aware of on our obligations which we feel -- 
maybe improperly so -- are more fixed than theird are. 

COMMISSIONER LEMAN: We have heard from 


representatives of municipalities throughout the 
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country this week a proposal for the establishment of 

a Canadian municipal loan fund or bank under the 
auspices of the federal government. The purpose of 
this fund -- although I must admit its exact functioning 
was not thoroughly elaborated for us -- would be, 
generally, to make credit for municipalities much 
eheaper. It would have the credit of the federal 
government behind it. -Do you have any comments to 

make about this ambitious plan? 

MR, MACAULAY: I am sure you will have 
noticed that there was no reference made to it in our 
prief. The only observation we would have is that 
we are a part of the whole country, and if it is 
the opinion of the majority that a programme such as 
this is desirable then we would do nothing, of course, 
to stand in its way. 

We also have the great concern that this 
cuts in both directions, even if the details, which 
as you have said are rather nebulous, at the moment 
are known. 

We are anxious to do everything we can 
on our own behalf and on behalf of our municipalities. 
We have limits to our capacity. If we felt that this 
would not interfere with the responsibilities we 
have towards our municipalities, and that it would 
aid them, I would think we would be quite prepared 
to say that we would support such a programme, but 
we have not made it a part of our brief. 

COMMISSIONER LEMAN: “There is one more 


comment I would like to make in relation to paragraph 
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57. There is something there -- I am ae sure that 

I read the paragraph correctly, and I may have exaggerated 
what you are trying to suggest there, but it does seem 

to suggest to.me that regardless of the cycle monetary 
policy is made subject rather to the financing needs 

of the federal government. I do not know whether you 
feel there is any evidence of that. 

MR, MACAULAY: Well, I do not know that 
I want to stand and quote chapter and verse, but 
certainly the impression we have -- I think an objective 
observer would suggest, in view of the juxtaposition 
of the provinces and the federal government, and the 
aegis by which we adiiiescnl' one another, and the 
relationship of the Bank plus its obligation to.the 
federal government, that the odds are very high that 
wiaat we say is correct. 

Now, whether I can quote to you chapter 
and verse to establish this as in a court of law 
beyond all reasonable doubt is guite another matter. 
But, this is the impression that we have, and we 
think that the odds favour this conclusion being an 
accurate one. 

COMMISSIONER LEMAN: You follow on from 
there with a recommendation. that the provinces be 
represented on the board of the Bank of Canada? 

MR, MACAULAY: Yes, sir. 

COMMISSIONER LEMAN: Do you know that the 
voard of the Bank of Canada already has built into it 
some regional representation across the country. 


I suppose that form of regional representation could 
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be done away with if the provinces were represented? 

MR. MACAULAY: Is that a rhetorical questio 
that you are asking me, sir? I do not know that I 
would want to be put in the position of proposing 
that the regional representation be done away with. 
All I am saying is that we do not feel there is a 
sufficient direct relationship or bearing upon the 
position of the provinces and the municipalities 
as such on the Board, and we feel that there should be. 
If this directly suggests that they should remove 
certain people who are there now, then I will say 
this is a conclusion we did not have in mind when 
we made that recommendation. 

COMMISSIONER LEMAN: I wonder what would 
happen if the provinces were represented as you 
suggest. Would their representatives be able to 
recommend a temporary subjection of monetary policy 
to their financial needs? 

PREMIER ROBARTS: Does not this get 
to the point you were discussing before lunch that 
this is really a question of means by which you know 
what is going on? Perhaps the ultimate answer would 
be the tailoring of some municipal and provincial 
needs to the overall picture. 

MR, MACAULAY: And vice versa. 

PREMIER ROBARTS: Yes. I think this is 
the point we had reached just before lunch. 

MR, MACAULAY: Yes. it is a matter of 
communication. Very often a man upon whom the death 


sentence has been pronounced feels happier when he has 
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been heard. This is the same feeling we have, I 
can acknowledge to you frankly, as I said this morning, 
that we did not have in mind a representative from 
every province. I am not sure that we have gone 
into the matter of how many, and so on. But,,if we 
were to say that the relationship of the federal 
government. and the Bank of Canada was such that the 
policies of the federal government and the bank were 
such as to augment and assist one another without 
sufficient.consideration. to the provinces,. then 
it follows that we would like to have somebody at 
the foot.of the throne, so to speak, to put in a word 
or two for the soon to be deceased, as we put it 
here. 

COMMISSIONER GIBSON: When you mention a 
"representative of the province” are you thinking 
in terms of somebody who directly represents you 
and provincial interests? You are not thinking 
of putting somebody on who would not be well informed 
about provincial interests? 

MR, MACAULAY: I would like to think 
you could have a man who had both qualities. 

COMMISSIONER GIBSON: . I would jet that 
such a man, if. he is ,to be. a representative of some- 
body else on the board --- 

MR. MACAULAY: If you require an absolute 
answer on that I would say the basic requirement would 
be for him to represent the views of the province on 
the board. 


COMMISSIONER MACKINTOSH: You do not 
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necessarily mean that he would be an instructed delegate? 
There are people of varying experience on the board 
of the Bank of Canada, but they do not directly represen 
anybody nor are they instructed by anybody. 

MR, MACAULAY: I would suspect that the 
person would have -- I do not know that the fact that 
a person directly represents somebody brah ratel tiled makes 
him a ti a delegate, but if it does I would be inclined 
to think that that is likely to be the point of view. 
To just. add one more person to the board who could 
make recommendations against the interests of the 
provinces would not accomplish what we have been putting 
to the Commission. 

COMMISSIONER LEMAN: To wind up a question 
I had, Mr. Macaulay, -- I.do not want this to appear 
as if I am pointing to a contradiction in your brief; 
I just want i know which of the two points you prefer 
to emphasize. In paragraph 48 of your brief the 


last sentence reads: 


"In view of the importance of government 
ney emmes and expenditures, at all 
levels, in present-day Canada, reforms 

of credit institutions and policies 

must go hand in hand With a rational 


reorganization of our fiscal structure." 


whereas in Part II of your summary there is this 


sentence; 
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"Improvements in the channels and 
effectiveness of business communication 
in the broadest sense are required more 
urgently than any change in the number and 
size of the financial institutions and their 
methods of finace."” 
Which would you like to Parkestres 
MR. MACAULAY: Well, I would not Joa la ae 
either. I would like to insert the word “may” in the 
‘fess sentence you used; 
"Improvements in the channels and 
effectiveness ef business communication 
in the broadest sense may be required more 
urgently than any change in the number and 
size of the financial institutions and their 
methods of finance." 

In short, I do not believe in throwing the 
baby out with the wash. There is a tendency, when 
looking for new ways and means to do things, just to 
throw the baby out with the wash, sweep everything out 
that you have got. It very.well may be that the size 
and number of the institutions that we have are most 
adequate. It may be that their effectiveness is lost 
somewhat because of a lack of communication. With 
great respect I hope that you will not feel, Mr. 
Leman, because I respond very quickly to the points 
that you are putting to me, that I would be on the 
defence in relation to this. I do not know that they are 
necessarily contradictory views. 


COMMISSIONER LEMAN: No. I prefaced my question 


~ 


SF, 


~ 
i = 
.-s 
io 
i “a - 


> 7 
> ee Ora 
Jt : , - 


. sobsbbz adits? eaentaud sb twdbady bent ere onsit 


a 


eee stom bextupor ete Senee | Heobactd on ft ioe Bud" S 


20 ee 


yo 


bus tedmue odd mt ognsdo yal ‘ei it ahadan?” Udo ays 


P = 4 
¥ 


j 
= 


atertt bas ‘anotdutitent ‘Tstonaatt ‘edd ‘ta oete 
su " S0antt 40 2 borden 
‘Pes teédqne 99 ott bot bilo HotAir 


 estesdqae tom bivow I ,. [low sYAIUADAM HM 


edd at “yem™ brow edd Sreent ot extE blvow I~ \aertte 


OS O° SbeBir Gey sonedmee’ taal 
7 "bene efennedo odd nt etnemevotgmi™ oes eure 
an wy 
; * pottsoinummos seontard to ddenavitoette “e" Solve a9 ex 
‘ stom borlupet od went senen taobsord: eld ml’ * | et i 
bas vedmya’ Sad at sacsno Yas nerd YLdnegiw lel 
thedd bre enotivdidgent ({stonent? edd to esta er 2 ie 
® sonsal? to ebordsem ho 
“SHS ‘gntwornd af ‘evel fed tom ob’ I .tuorle ar’ [ee 
: nedw . yousbaed 8 et stedT “Hitew" ents dtiw tuo yded {a 
| Bon 
ey ot dau, .agatdd ob of ensem Dis Bysw wert rot yatvool ero 
ie 
duo gntddyreve qeewe ,dasw edt déiw duo ydsd arid word? ‘os 
ie asks ord gads od yam flew yrov i tog even OY ted ys 
| doom ove evad ow Gadd enotdudivent edd to todmun bas 


Jeol et wasmevitostts tledd add od yem JI .odsupsbs 


dt fw ftotdgofnummos to ost 8 to seusoed tadwemoe 


mM _f96% ton Lftw yoy tedt eqod I soeqest dse1g 


atntog ont od \ marie ytev ha 3 ab i E sarees esol 


“aw 


edt mo od bivow I gsdd .om of gatsiud otS8 150% dadd | 


nes ot ie 


na 


ex yerd gadd won dati ob I sand ok pmzenter at soneteb 


- 999K 


awetv phasic pier 


|motseenp obi eS ae eins to 


Nethercut &é Young = 7124 = 


Torente, Ontario 


by saying I did not look upon this as a contradiction. 
LI am just wondering about this. We heard earlier 
in the discussion that you felt that monetary policy 
at times has hit hard the provinces and municipalities, 
and I am wondering if you would aseribe all this 
strictly to the monetary policy as taken or whether 
you would ascribe part of Lt. to the institutional 
setup we have in this country; Are you completely 
satisfied with this institutional setup, or do you 
feel that part of the difficulties are due to that? 

MR. MACAULAY: I think the burden of our 
argument in our brief, in any event, has been on 
the policies rather than on the institutions. 

MR, STEVENSON: That is true, with the 
exceptions we have mentioned. 

MR, MACAULAY: Yes; with the exceptions 
we have mentioned. 

COMMISSIONER BROWN: I have some questions 
with respect to a section of. your brief dealing 
with the financing of small business. This is obviously 
a field in which we have considerable interest. We 
have heard quite a lot about this but there are 
several matters on which we would like the benefit 
of your advice, opinion and information. I start 
off by asking you if you would help us define a 
small business. This has been quite a problem in 
a number of briefs that have been presented to us. 
How do you define a small business, or what do you 
think is a satisfactory definition of a small business? 


MR. MACAULAY: I think the implication of this 
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morning was that there are a number of definitions, 
and obviously you were asking a question which gets 
right back to that, that a lot of people have different 
definitions of it. 

My own definition of a small business, for 
what little it is worth, is obviously a different 
one than that adopted by, I think, D.B.S. --- 

MR. STEVENSON: The Small Business Branch 
of the Department of Trade and Commerce. 

MR. MACAULAY: --- or the Small Business 
Branch of the Department of Trade and Commerce, 
whoever the authority is. We have taken arbitrarily 
a figure of, let us say, 15 employees and we have said 
that more than 50 per cent of the manufacturing 
eompanies in Ontario employ 15 or less employess. 
Whether that is a good standard,‘I do not know, but 
it at least shows that if you did take that standard, 
8,000 out of 13,000 fall into that category. When you 
Eet eight out of thirteen and you relate this to 
the number of employees, the capital, the new plant, 
taxes paid, and so on, this is a very sizeable 
proportion of your manufacturing complex. | 

I do not know, Mr. Brown, whetherthat is 
avery satisfactory answer. As Mr. Stevenson has 
said, the Small Business Branch. of the Department 
of Trade and Commerce says that 90 per cent of 
Canadian businesses are, small. Now, I do not know 
what standard they use. - Mr. Stevenson, do you: 
know what standard they use to come up with that 
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MR. STEVENSON: No. They have used a variety, 
I think, but it is a slightly ee figure than 15 
employees, if you take employees. 

MR. MACAULAY: In the document which we 
prepared for the Prime Minister of Ontario in. relation 
to some matters which we now have before 
the government, we describe small businesses as those 
whose needsfor equity and loan capital are too small 
to interest business, loan;:companies or: to be’ marketed | 
satisfactorily!in the national.capital markets. 

This, of course, was directed towards the 
subject we were then studying. 

COMMISSIONER BROWN: We are talking about 
the financing of small businesses, and I am sure 
you would not suggest that because they had 25 
employees they were excluded from this problem. 

MR. MACAULAY: No. 

THE CHAIRMAN: How high do you go? 

PROFESSOR TRIANTIS: This i aie comes 
close to the definition of the Macmillan Committee 
which has defined smail or medium-sized firms as 
being firms which require long-term capital in amounts 
"not sufficiently large for a public issue." 

-And:if you go and revenues the costs of 
floating an issue under a halif a million to a million 
you will find -- I have some figures here -- in order 
to float common stock under half a million the cost 
is 27 per cent; under one million the cost is 
zl per cent, and then from one to two million it goes 


down to 133. Beyond that it goes to 10 per cent or lesg. 
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I would say if you have to borrow a million or less 
your business is small. 

MR. MACAULAY: You might be a sky-writing 
equipment company \and your risks would be much too 
high. I do not think that you can tie it to that, 
as towhat your undertaking is, but if we have to give 
a definition perhaps that is as good as any. 

COMMISSIONER BROWN: You do not have to give 
a definition but you could help us with a definition. 
MR. MACAULAY: Could you tell us, since we 
ourselves have bandied this phrase around on numerous 
occasions, what you consider to be a small business? 
COMMISSIONER BROWN: This is a point we 
have not discussed yet. We are trying to get 
information and opinion on ‘it, 
MR. MACAULAY: I am glad to hear that we 
are not the only ones who cannot answer that. 
COMMISSIONER BROWN: We have had quite a 
number of priefs presented to us dealing with this 
wroblem of small businesses. One at least said there 
was no problem in financing a small business. They 
were obviously in the business of financing small 
businesses and they felt there was no problem. There 
was another who said that 85 per cent of the problem 
was not a matter of finance but -one of management. 
I notice you are preparing to develop in your 
Department something of assistance along this.tine. 
Some Canadian universities run extension courses 
for this. Do you do so in Ontario? 


MR. MACAULAY: Yes. 
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COMMISSIONER BROWN: De you support them 
financially in the province? 

MR. MACAULAY: I deahot think so, except 
we pay obhsiderbele grants to universities and in 
that sense we support them. 

COMMISSIONER BROWN ¢ Do you actively encourage 
this? In other words, do you recognize it as a 
probiem? 

MR. MACAULAY: Yes. 

COMMISSIONER BROWN: . When you get down 
to financing, you spoke in your introductory statement 
of the incidence of high taxes. This is probably 
getting on the fringes of a LPS other than 
our own, but I wondered, at the danger of so 
infringing, if you had any expression of opinion on 
whether the 21 per cent rate applies to the first 
$35,000 of taxable income? Do you think that amount 
should be increased? | 

MR. MACAULAY: I will tell what we have done, 

Mr. Brown. We have a group of economists with very 
fertile imagination. We did not feel we were 
satisfied with the tax position :corporate-wise in 
the problem, and we sat down and came up with a 
number of incentive programmes related to more 
employees, maryplant, more exports, different 
incentives as a whole. We have submitted these 
to the Treasurer. We feel it is our responsibility 
to sort of invent some of these things and he. screens 


them and decides, between himself and the Prime 


Minister, what we will do in terms of these taxes. 
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We feel, whether 21 per cent or some other 
percentage is the point, that our basic problem is 
not directed towards the level of taxes. .It may 
be that if the tax level were 25. per. cent or 18 
per cent they still could not. It is the smallness 
of them, coupled with taxation, which makes it 
difficult. Our real burden of our argument is to make 
possible funds for medium and lgng-term financing, 
other than those earned out of revenue. 

I acknowledge I have not answered your 
question as to what percentage might be more desirable. 
Perhaps we have somewhat over=stated that particular 
sentence, but that is what it seemed to be to us 
at the time. 

COMMISSIONER BROWNs: In this field of long- 
term financing you have quite a lot to say about 
the L.D.B. In paragraph 75 you say: 

siti "at the present time it is difficult 

to know whether the I.D.B. is designed 

primarily to assist small business, to promote 

regional development or’ to advance industrial 
development in the less wealthy provinces." 

I am sure that you all know that in the 
preamble to the I.D:B. reference is made to the 
financing of small enterprises. So, we assume: that 
you have that at your fingertips, but I wondered 
what you meant by these other two. Do you think 
these other two should be included in the I.D.B. 
preamble? I should like to hear your comments on 


this. Obviously you have something in mind. 
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1 MR. MACAULAY: ‘The main point we have to 

2 make is there is a slip between the cup and the lip. 

3 As ae as we are concerned,- the I.D.B. may have a set 
4 of rules in the Act, You may vote another $1 million, 
5 $2 million or $3 million into a fund, but dt 


6 ds how you administer it in the long run ‘that: igs,going 


a to determine whether you are going to use up that 
8 money and for what purpose it is used. 


9 Now, all we are trying to do is to have 

10 a firm understanding amongst those who — doling 

11 out the money as to whether they are supposed to be 

12 aiding small businesses. It is.my respectful submission 
13 that if that is their purpose, then they better take 
14 another look at what is a small business and what 

15 kind. of requisites you can demand of a small business 
16 before you can lend them some money. I say this 

17 because I am singularly unimpressed by their 

18 effectiveness in this field. 

19 All we are saying is that if the I.D.B. 

20 exists to aid small businesses, that is fine. If it 
21 exists to aid regional development, then that,is fine. 
22 If it exists to bring industrial development to the 

23 less wealthy provinces, that is Pines" Bet eu ius 

24 have everybody dealing with them, including those 

25 dishing out the money, know what they are doing, 

26 because I do not think they do. - 

27 COMMISSIONER BROWN: ‘That is fine. Presumably 
28 Sen have some evidence to show that businesses are 

29] not getting supplied. 


30 MR. MACAULAY: This is my opinion. Someone 
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else may not accept it as evidence. 
COMMISSIONER BROWN: We are endeavouring 
to get information. Have you any information other 
than opinion? 
MR. MACAULAY: I think I have evidence of 
a specific instance. I do not want to refer to it 
here but I think I could find specific evidence 
for you. It is a pretty generally held opinion that 
the I.D.B. is not a development arm of the government 
but rather a banking arm of the government. If I 
could give you confidentially some examples, subject 
to the approval of the people involved, I would 
be“prepared to do so. | 
COMMISSIONER BROWN: I think those would be 
Useiure ane other matter is that we have had people 
appearing before this Commission: who want the I.D.B. 
to do more. We tevechad.a number of representations to 
the effect that: the I.D.B. is doing too much, that 
they are competing where they are not supposed to 
compete. 
This arises particularly in the problem 
what are funds or credit that a 
otherwise available on reasonable terms and conditions. 
We have had companies complain that they were lending 
money to enterprises, and I.D.B.- came along and 
re-financed them. Now, this is obviously the 
problem. What should be meant by this term, “provided 
not otherwise available on reasonable terms and 
conditions" ? 


MR. MACAULAY: That is one of the problems we 
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had to consider, and I have not yet hae? ng 
representations to the Premier and the Cabinet on 
this matter. But this is one ofthe things we had- 
te consider. If we were to establish a fund we would 
not want to be in competition with the normal 
channels, of lending institutions. At the same time, 
the mere fact that seven provinces have established 
such a fund and that in two or three» years in 
Manitoba the Manitoba fund loaned more money in that 
province than the I.D.B., and that Roy-Nat has 
established itself in Canada, I think this is 
the kind of evidence that gives some indication that 
I.D.B. is simply not meeting its heralded purpose. 
COMMISSIONER BROWN: I «still get back to 
the point: What interest rate differential do you 
consider giving within this phrase of "reasonable 
terms and conditions"? Let us use figures. If 
the I.D.B. is prepared to lend at 64 and somebody 
else is getting accommodation at 9, is that reasonable? 
MR. MACAULAY: Mr. Brown, I want frankly to say 
to you that based on the experience I have had, and 
it. is limited, and on the experience I have heard of, 
and it has been extensive, nothing is turned on the 
interest rate. What has turned om the interest rate 
has been the fact that loans have been, turned, down 
where there has been a darn good idea that might be 
beneficial for the development of this country ‘but 
has not been within the traditional lending avenues 
or ambit of the traditional lending institutions. 
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1 the I.D.B. has decided that this sort of thing has 


2| not come within the letter of the Act. My own view is 


3 that-the I.D.B. should be more concerned with the spirit 
4 of the Act. 

5 COMMLSSIONER BROWN: I was asking for your 

6 help and apparently you are not able to give us any. 

7 MR. MACAULAY: I am sorry. I do not mean 


8 to avoid it, sir. I just simply feel that that 
9 is the aspect of the I.D.B. that I am most critical 
10 of, the development aspect where a fellow has a good 
11 idea. The labecmax rate is not the important thing. 
12 It is to get somebody to back him at all. 

THE CHAIRMAN: Who is to decide it is 
a good idea? There are all sorts of ideas Podthes 
around the penn which might not be feasible. Who 
is to decide? 

MR. MACAULAY: Is this quite correct? I 
can say to you that the attitude basically, as I believe 
it to be is that, "It is a great idea, old boy, but 
this does not fit the letter of the Act, namely, 
you.are not able to put up enough equity. You have 
not got enough. Let me see your profit and loss 
statement" and that kind of thing. You cannot 
get a development going on the basis of a profit and 
joss statement. 

THE CHAIRMAN: No, but you have to be sure 
ON pedeauabie prospects of managerial ability, 
and I should think there would have to be some 
financial ee a oe 


MR. MACAULAY: Some financial responsibility, 
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with great respect, My Lord, and what in my opinion 
seems to be required, are some considerable poles 
apart. 

COMMISSIONER BROWN: The Manitoba fund function 
as a lender of last resort after I.D.B. has turned 
people down, Is it your proposal that. your fund 
should operate on the same basis? Are you intending 
to compete with I.D.B.? 

| MR. MACAULAY: I want to say I do not know 
what we are going to do, for I am going to make 
certain representations and it will be up to the 
government to decide on the evidence that can be 
presented pro and con on the matter,, as to whether 
we should get into it at all. I: happen to be a 
great believer in small businesses and in development. 
When I press these reasons to them it will be up to 
them to bald. manele decisions seem to be in the best 
interests of the province at the time. I would think, 
and as I envisage sueh a fund, it would be used 
after a person had proven that he had exhausted 
the capacities of the normal and conventional lending 
Institutions to assist him. Then; having done so, 
he would have to show that what he was proposing 
was in the interests of ae si in the province 
poth from the point of view of employment and the 
locality where we would like to see such development 


brought about. 
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COMMISSIONER BROWN: In paragraph T7 you 
start dealing with short-term financing, and at the 
end of paragraph 78 ‘you say: | | 

"~- it would appear that»in periods of 
eredit restriction bank. credit to, small 
business is restricted proportionately 
more than credit to larger firms." 

We have heard a gooddeal about this almost 
everywhere we have gone and it has aia very @Gifficult 
to come to grips with, It sounds very good in theory an 
on the face of it there is nothing wrong with the 
argument at all, but it is awfully difficult to get 
any evidence of it. Can you produce any mile. 
for us? | 

MR. MACAULAY: I do not know what analogy 
I should draw for you, but when a coloured person 
goes into a parking lot and it is perfectly empty 
and the attendant says: I am sorry, the parking 
lot is full, org We cannot accommodate your car, 
what kind of evidence can you get? It is one of 
the difficult things in our society. I do not know 

how to prove any of these specifics. 

COMMISSIONER BROWN: Let me ask you the 
question, can you give us any evidence where people 
who had a line So seni had it reduced? 

MR. MACAULAY: I do not know that I cannot 
obtain it. I can perfectly frankly say that I do 
not have an example immediately in my mind, except 
that I will tell you that the Ontario Northland 


Railway, which is holier than thou to us in the 
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province --- 

COMMISSIONER BROWN: Even at 6 per cent? 

MR. MACAULAY: Yes, even at 6 per cent. 

We have had credit at 4 million and 5 million, and 
we were told that a million dollars was the limit, 
as I recall. 

THE CHAIRMAN: “hey did not regard that 
as small business, 

COMMISSIONER BROWN: That is the point, we 
are discussing small business. 

THE CHAIRMAN: Perhaps they did exactly 
what you intended they should do3; they cut on the 
big and saved on the small. 

COMMISSIONER BROWN: They should ask the 
big to go into the market so it will be available 
for the small. This is what we are trying to get at. 

MR. MACAULAY: Well, anything I would say 
would be repeating what I have already said or 
what’ is contained in the brief. 

COMMISSIONER BROWN: Well, now, in this 
connection you suggest raising the celling. 

MR. MACAULAY: Incidentally, if I may 
interrupt, sir, I almost believe that to argue other- 
wise is to really get water to run uphill. From the 
arguments that we have used, and I acknowledge that 
I have not put specific instances at specific places 
at ‘specific dates before you, but to suggest that 
something does not have to give during periods 
of tight money when a small business may be at 6 


per cent and someone is at 35 per cent or 4 because 
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of the size of their operation, and the fellow who 
has. not been with them very long and has not got 
the great record that some of the other people may 
very well have, I think is to deny really some of the 
basic characteristics of the human mind. 
COMMISSIONER BROWN: Mr. Macaulay, I would 
like to make it clear that I am not disagreeing with 
your argument or theories, I am merely asking you 
if you can help us by producing: some evidence. 
MR. MACAULAY: Well, I will tell you this, 
~L will go home now by the first post and see what 
I can find, 
PROFESSOR TRIANTIS:s There are two ways 
of proving something. One is by. witness and talking 
to people and the other one is by simple argument. 
COMMISSIONER BROWN: I am not debating the 
argument, I am simply asking you to help us. 
PROFESSOR TRIANTIS: We do not have to go 
and ask people if it is true ::: if the argument 
stands. If you disagree with the argument here 
which the Minister has just dealt very, very briefly 
with, then we will need direct evidence. If a 
chap is not in a room there are-two ways of proving 
that he jumped out the window. One is to see that 
he jumped out the window and the other is to show 
that the door was firmly locked. This is the second 
argument, that the door was locked and he must have 
jumped out the window, 
COMMISSIONER BROWN; I am afraid I doonot 


quite follow the parallel, but let us get on. 
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MR. MACAULAY: We-are a free thinking group, 

but in any event we will see what we can find. 
COMMISSIONER BROWN: You talk about raising 

the ceiling on bank interest. I am not qiite clear 

whether you want to raise it from 6 per cent to 

some other percentage or whether you want to get rid 

ef it entirely. 

MR, MACAULAY: No, I think we had in mind 
that getting rid of it entirely would be taking 
perhaps two steps when one would do. I think we had 
in mind raising it to a higher level. | 

I frankly would say to you, Mr. Brown, 
that we did discuss at some length whether the thing 
should be removed altogether. There has been. 

a great tradition in the banking business, and I 

think when the ceiling limit was:put on it seems 

to me that anything over 6 per cent was thought 

of as usury. Secondly, there was sort of a monopoly, 
and, thirdly, there was never the tremendous borrowings 
in those days that there are now. At least this 

is our impression. We thought at one time that it 
perhaps might be removed entirely, but we thought 

we would meet with less opposition if we suggested 

that it just be raised. 

THE CHAIRMAN: In other words it is not a 
matter of principle; it is a matter of expediency? 

MR. MACAULAY: I would not go that far. 

COMMISSIONER BROWN: Well, is it fair to 
ask how far it should be raised? 


MR. MACAULAY: Well, I think new ground has 
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been. broken, hasn't it, by RoyNat who are lending 
at 9 per. cent?. I do not know whether this is a target 
which is worth alming at, but this is a combination 
of trust and banking companies which do not feel 
that this is too high a rate under the circumstances. 
I think, going. back to a question.that you 
wanted me to answer, .and I think I perhaps. did. not 
realize exactly what you were asking at the time, 
the fund: such as I have been talking about should lend 
money at a little over the conventional lending 
institutions rates. 
COMMISSIONER BROWN: In paragraph 83 down 
near the end you say: 
"It may be necessary to provide for policies 
and techniques of selective control of 
credit." 
I would.ilike,to ask you in. this regard not 
so much what selective controls:you would suggest, 
although if you have any suggestions we would be 
very pleased to hear them, but whether you see these 
controls as controls that stop certain areas getting 
credit, in other words making it_available to 
certain areas, or is the type of control that you 
mention, one that makes it available to other areas? 
Tn other words, insulating certain areas? 
MR. MACAULAY: I understand. I think it 
would be the latter rather than’ the former. 
COMMISSIONER BROWN: In other words you 
would like something that would make credit available? 


MR, MACAULAY: Yes, I would think this is 
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the area in which it would more: properly be. Then 
on the other hand I ‘well recognize the argument 
that is made by many persons who have come-up the 
hard way and have succeeded. They say: Why should 
you be lending money to these sort of fly-by-night 
organizations. that .cannot.get.1t any place else? 
I, have heard all sides of this thing over and over 
again, but I would think what we had in mind was 
something positive rather than something negative. 

It may very well be that, although Mr. Gibson 
at your convenience and his will be able to irs truct 
en otherwise, that the removal of the 1imit on 
borrowings may accomplish something of what we have 
in mind =-- the removal of the bank interest rate, 
or the upping of it. 

COMMISSIONER BROWN: That is all I have. 

COMMISSIONER LEMANs There is one thing 
I should Like to get more clearly in my mind. The 
development funds of the other provinces are not 
necessarily specialized in the small business field, 
are they? 

MR, MACAULAY:, Oh, no. In fact, I think you 
could frankly say that if there is a fund in Quebec, 
its application has been in the-very large field 
such as in steel. 

COMMISSIONER LEMAN: And out West as well? 

MR. MACAULAY: And in Saskatchewan, eas 
I think, sir, this would be the most proper observation. 
However, I think it also fair to state that depending 


upon the market and location geographically of the 
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institution involved that I think for intance it 
might be easier for a company, that has been financed 
in Saskatchewan by the government, or helped through 
funds, might find it< was possible to have done it 
by itself here in Ontario. Do you know what I mean? 
It depends on a number of things; geographic 
location, how urgently the jurisdiction wants them 
to develop, and there are a number of factors that 
I think would enter into what kind of industry the 
fund would enter upon. 
COMMISSIONER LEMAN: There is also a little 
detail in respect of ‘which I should like’to “have 


the benefit of your experience,. if you have been able 


to observe some concrete facts in this area. It 


comes back to paragraph 78 when you talk about short- 
term financing. In the extension of credit terms -- 
trade terms -- who do you think in general benefits 
the most when money gets tighter? What do you think 
is the general direction of the oe dla of 

terms? 

MR. MACAULAY: Well, do you mean new loans 
extending existing loans or ---: 

COMMISSIONER LEMANs No, I am talking about 
trade terms. Do you think in general that it is 
small business that is then more able to rely on 
suppliers who are generally larger businesses™and, 
therefore, improve their working capital position by 
getting better terms when money: is tight, or is 
it the other way around? 


MR. MACAULAY: Do you mean by getting credit; 
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that is they do not have to pay for 30 days or 
something of this kind? 

COMMISSIONER LEMAN: Yes‘, trade credit. 

MR. MACAULAY: As a matter of fact, Mr. Leman, 
you have raised inferentially a most interesting 
point. That is you infer from what you have said 
that small business basically is served by industry. 
Is that just what youhave suggested? 

COMMISSIONER LEMAN: No, I as suggesting 
that small business is ees the customer of big 
busine ss. 

MR. MACAULAY: Well, this, sir, we do not 
think is true. 

COMMISSIONER LEMAN: Oh, they do not get 
their raw euiesanie from larger -enterprises? 

MR. MACAULAY: Well, I am not talking about 
raw materials as much as I am talking about the end 
product, as te whether they are supplying a component 
for somebody else. 

COMMISSIONER LEMAN;: Have you been able to 
observe what happens when money gets tighter? 

Dees small business get squeezed more in that field 
or does it get a little more accommodation? 

MR. MACAULAY: I cannot’ tell you ee I would 
think the tendency might be to give them more 
accommodation, but there again it is just theory. 

COMMISSIONER LEMAN: If- it were so it would 
be an offsetting factor? 

MR. MACAULAY: Yes, indeed it would. It 


doesn't help somebody to establish themselves, however. 


- @ J 4 ; 
oF a eae ae, erie ae 2 tak 
i y - ke 7 : -— * . | a ~~ 


Sas aysb, oe 10% gsq ot eecheinals ais th ens 
MS RES Og Vere Apes Sbatal eda 20. wit 
_.tibets ebsit eoY, : HAMA AMO. 


| remand 1M _ dost a, ‘todism 8s BA __ rvagoagant Mm ns 
| Bede se tat teom 8 yiletiaers ta! beats. vad ct | 
pie eved voy 7RgM ve Fite wets gt tatog 


wideu bes yd beviee et NVifsolasd het dato ac ney ee it 


a) I a 


gett se OVS UOY, pay Sie"; jsdg aI 
gril sasggue ms I .ou ‘HAMEL MEMO TES INMOD 
gid 0 temotdeuo eit ylogisl at aeontaud ffsme Jedy 


+ #88 wtlsud 


. “ 
oa “ rl = - —— = - a id 7 
pie : _ = eee 
; Up a mm = a em ore ern pe ee ee es Sgt Sa ens mg ee ee Pie a rn i ee oe ras Sirk en en eae eee ae é 
oe eee eens 
: = a. 7 : P one) i 
4 7 ; 
. ~ oa se “ea at “4 eal 
= iho Tee - 4 -. : ares ‘. Pa = 
memes = 7 a tr . a 7 q 
- 2a = <7 = a 
a - } 7 = : ‘ 


5 8 


dom ob.ew. ,che ,atdd _LleW. sYAIUADAM. AM 


,ound, ef antdd 


teg Jon ob yedt .NO  :MAMELIL ABMOTZAIMMOO oo 6 of 


oe eek & 


Fesefiiqueins-yegisl mort eisiisism wer atedd 


jueds gaiiiet gon ma ZL..ifeW  sYAdUADAM ..AM, 


oY 
a 


bas, edt suods guidist ms I.as doum.as alsirotsm wat 


trenmegmoo § gatylgaue exs yeds sedjedw oJ as .touborg 


S & 


sale yboodemorz s07 


o¢ efds mesd woy evsH <sHMAMaT AMOLTeaIMM0o 


trstigis ateg yenom medw emeqqsd tsdw evisedo 


bleit tert aL ovom bescoupa tog seentaud [isma ascd 


fnoltshommacos stom elsJIiLl s veg gf eso0b to 


bivew I gud soy fed ‘dennso J :YAMUADAM .AM | ae 
etom modt evig ot ed tigim yonebneds odd wanted 1 
| 


wrod? taut ef dL ategs stedd dud .soldsbommooos 


bivow df 08 evew dt AT sHAMEL. ANMOT2EIMMOO. aie its 
dinteiane guitteatto as ed 
$I .bivow tf beebat neti sYAIUAQAM AM 2 a 1 


 .tevewod, eviseneds detidstas ot xb >demoa ais a t'nese 


Nethercut & Young i 7143 z 


Torente, Ontaric 


COMMISSIONER LEMAN: Oh; no, not to start. 

PROFESSOR TRIANTIS: But probably though it 
would be more expensive to borr6w indirectly than 
from the banks. 

COMMISSIONER LEMAN: Well, I think one could 
observe that in the last two or three years there 
has been over-all an extension of trade terms in 
Canada. 

MR, MACAULAY: Yes, I think that was part 
of our argument too: 
when we say that much is consumed that might not be 
were it not for credit no matter-from what the source. 
T think that I would want to make one point, Mr. 
Leman, just before you leave it, in this exchange 
that you and I have now just had, We do not deny 
that small businesses are the customers of big 
businesses, Ail we say is that they are not the 
suppliers of big business to the extent that there 


is apparently some concept in many people's minds, 


COMMISSIONER MACKINTOSH: I should like to 
ask you two or three questions about your section 
on consumer credit. You advocate disclosure of the 
financing charge, preferably, as I understand it, 
as a rate;.a rate of interest. 

MR. MACAULAY: Or range of rates, yes. 

COMMISSIONER MACKINTOSH: Finance companies 
have aroubla UHAt a good standard 1% their interest 
is full disclosure in terms of the cash price, the 


finance charge and any other incidental charges; 
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the time price, the exact amount and number of 
instalments. They contend that the consumer understands 
a dollar df better than a percentage amount, 

ad that whatever he ought to be interested in, he or 
she is predominantly interested in the dorittn ry charge. 
Now, we have had representations from the Consumer 
Association that they want a percentage disclosure. 
Everybody seems to agree that there is some doubt 

as to the mathematics of the price rate that is 
arrived at, but there does not seem to be any serious 
evidence that you cannot arrive at an approximate 
rate. Now, I take it that it is.this approximate 
rate of interest that you think should be disclosed 
on every contract? 

MR. MACAULAY: ~L think so, sir. 

COMMISSIONER MACKINTOSH: It is not difficult 
to manipulate that rate. I do not mean to state it 
dishonestly, but it is relatively easy to put a littie 

ae on the price and a little less on the rate of 
interest and arrive at the same total result of the 
transaction, but that, of course, has to be disclosed, 
The question is, how many of the consumers are 
sophisticated enough actually to make a meaningful 
comparison? 

MR, MACAULAY: The advantage it has, doctor, 
it seems to me is this, that if you say it is subject 
to certain manipulation and somebody puts their 
rate up, it immediately makes it possible for that 
person to have chosen some other source of supply 


to start with, because he is now being charged more 
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than he would some place else. Now, if the interest 
rate is then lower than some place else ‘he has 
at least an alternative. Two of the tendencies I have 
noticed are; one, to sell in terms of a package deal 
ae SS eepan I.do not know how general it is, 
whether it is abichitaus or not -- there is a tendency 
for some people just to buy something, Sian up, and 
all the details get filled in a little later on the card 
when it is being handed over to the ete naesen tae! 
Now , there is a great deal more of that than you may 
have had sutdanea ot here. | 

I only say this because it happens that 
every Wednesday evening for twelve years I have 
conducted what I calla free legal aid clinie in 
my constituency. I have seen over thirteen thousand 
people myself, and I.can say that 25 per cent of them 
ave involved in car transactions, and I would say 
also that more than half of them are involved with 
people who have them sign up, and have the details 
filled in afterwards when it has been handed over to 
the finance company. Now, you have asked for 
examples and I am. just able to give you very 
many in this case. So, I do not know whether you 
have seen this in. .the case of Mrs. Sammy Glutz when 
she tells you what happens, or if you are seeing 


a different group of people, but I am speaking for 


“Mrs. Sammy Glutz and I can teil you there is a lot 
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of filling in that goes on afterwards. Now, whether 
you can stop that, I do not know, me having said it, 
but there you are. 

COMMISSIONER BROWN: Is this a selective 
control you are suggesting? 

MR. MACAULAY: Well, I do not know what I 
am suggesting. I likely just wasted three minutes 
ofyour time. 

COMMISSIONER MACKINTOSH: No, I think that 
is valuable evidence. The larger companies insist 
that they have a standard form and their policy 
is that all these items be disclosed. 

MR. MACAULAY: But, sir, looks; there is 
an awful lot that is purchased that the finance 
companies finance in respect of which when the form 
gets te them everything is disclosed, but there is 
alot of signing up done without much disclosure. 
Now, there are several Bills at the moment pending 
before ar House; at least one that I know of directed 
toe this particular point -- private members’ Bilis, 
but there is an apprehension, and there is a feeling 
that: Well, what harm can it do and, if it may 
do some good isn't it worth considering. Whether 
this is a meritorious approach to take in this 
matter I do not know. 

PREMIER ROBARTS: You can draw an analogy 
here to the provisions of our various securities 
Acts where we require disclosure, for instance, in 
prospectuses and we cannot guarantee that everybody 


is going to read it, but nonetheless we do require 
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COMMISSIONER MACKINTOSH: In any properly 
arranged deal the customer should have a copy of 
the form he signs. You also say in this section that 
you think it is not desirable to exert or 
to assert any additional legislative controls over 
financial intermediaries. Are you referring there 
specifically to finance companies or are you including 
trust and loan companies, and so on? 

MR. MACAULAY: Weil, I don't ace I think 
our basic purpose in preparing this was to saddle 
the general public with as little more or additional 
Legislation as was necessary. 

There are people, you know, who make both 
a vocation and an avocation of interfering in other 
people's business, We try to approach this from 
another direction, We don’t have anybody specifically 
in mind, do we? 

MR. STEVENSON: There was no intention to. 

COMMISSIONER MACKINTOSH: You point out also 
that you observed a gap resulting from the Small 
Loans Act and .that there are very few loans made 
between $1,000 and $1,500 because apparently the 
interest ceiling is too low, and you think it would 
be important if that interest ceiling were raised. 

My recollection of the history of this is 
that the size of what is called a small loan has 
been increased historically; that it was originally 
something like $500, but it has gone on up and this 
would seem to indicate that the size is a little 


large for the actual practice, if they were to cut it 
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off at $1,000 and leave the $1,000 and $1,500 rate 
free, and then presumably you would get business 
done in this bracket? 

MR. MACAULAY: Except that he is making a 
small loan of $1,600; there seems to be no problem 
from $1,500 up and no problem from $100 to $1,000, 
but there is a problem in this particular area. 

COMMISSIONER MACKINTOSH; He is not controlled 
from $1,500 up. 

MR. MACAULAY: Oh, I see. Have you got 
some comments? | 

Mis RICHMOND: This was simply a matter 
of statistical erie we discovered, and it has 
been mentioned in various circles that either the 
Act should extend above $1,500 or we should do something 
in.this intermediate area to open it up so that they 
‘will make: loans... There is nothing specific there 
except to take a is a at it. 

COMMISSIONER MACKINTOSH: I don't know whether 
any of the others have questions to ask about this. 

COMMISSIONER BROWN: There is one question, 
and that is whether as a result of the action taken 
by the Ontario Court of Appeals -- which came 
after you prepared ee brief —-- you want to make 
any recommendations about interest rates? 

MR, MACAULAY: It is subject to appeal, that 
is all I can say,tha is the Unconscionable Transactions 
Act. 

COMMISSIONER BROWN: Yes. 


MR. MACAULAY: It is subject to appeal, and 
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T don't know that -- have you got any comments to 
make on this? No. 

THE CHAIRMAN: You can't make any comments 
upon the merits of it or otherwise? 

PREMIER ROBARTS: Perhaps we can put our position 
this way; Af the appeal is not successful, we think 
there should be legislation that will stand the test. 

COMMISSIONER BROWN: That is what we wanted 
to get on the record. Thank you. 
THE CHAIRMAN: it might have to be federal. 

PREMIER .ROBARTS: It might very well ea to be 
federal. 

MR.. MACAULAY: It would be much’ cheaper to 
win the appeal! i 

COMMISSIONER MACKINTOSH: You are extending 
the price economy too far! 

If I could turn now to the next section 
on the financing of exports. One of the striking 
sentences is the statement that the question is how 
we can give Canadian exporters better terms which 
will assist themin capturing new markets. In what 
way do you consider what is called the Export Credits 
Insurance Act inadequate, and what would you like 
to see added to it? 

MR. MACAULAY: one thing was added recently 

or, in any event, it has bem announced that 
the Export Credit Corporation will grant credit 
directly to foreign governments. This was, as I 
understand it, something that was not available 


before and in view of the fact that as I said this 
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morning one third of the world is under the domination 
of Communist regimes, and they represent a large 
market, we can't ignore that it may well be more 
attention snould be given in this area. 

COMMISSIONER MACKINTOSH: My recollection 
is that they have also increased the limit on loans 
or, rather, that they may be in ‘the process ‘of doing 
it. 

MR. MACAULAY: And I think they have voted 
some more money te the cud. 

COMMISSIONER MACKINTOSH: That is what I meant. 

MR. MACAULAY: Asi implied, however, the 
voting of more funds, more money to a fund, the 
size of the whole going into it! isn't nearly as 
important as the size of the whole going out of it, 
if you know what I mean, and if. they don't Sh tite 
their terms of reference -- I don't know whether 
they have used it, but certainly in the case of 
I.D.B. they have by no means exhausted the tremendous 
funds that they have on hand, if loading means 
anything. 

COMMISSIONER MACKINTOSH: In what respect 
do you think their terms ought to be changed? 

MR. MACAULAY: Well, as we explain in this 
brief, the tendency in the past has been to have 
untied loans, and untied loans or credit is normally 
done in the field of 60 days, 90 days, a year, 
two years, 36 months, or whatever it may be, and 
once you get into the field Co eee and 
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India or a dam for Egypt, or some of these technical 
studies that have been done by Canadian companies 

in the banana republics, you may be getting into 
25-year term stuff, and we feel that the length 

of the period for credit is now a characteristic 

of the transaction and that it-may very well be 

that this is an area that your Commission should 
seriously look at to see whether the length of the 
terms should be extended. 

COMMISSIONER MACKINTOSH: On your earlier 
reference to untied loans, the insurance part of 
the Act covers the transaction, there is no question 
or’ it veing “tied*or untied, “it ‘relates to*the specific 
export contract, and I think you will find that 
all the loans relate to specific export proposals, 

: so that they are in effect tied loans; they are not 
money given to a foreigner to spend as he pleases. 

Your other point, that they haven't perhaps 
got into long enough periods for some classes of 
exports is a point to be considered. 

MR. MACAULAY: Well, doctor, I am afraid 
then I have failed to distinguish clearly, because 
of my inability of definition, between tied and untied 
transactions. 

A tied transaction is when a man will buy 
only if he can get credit. An: untied transaction 
is when he buys but the seller may be able to 
negotiate, apart from the purchaser, some kind of 
eredit. 


COMMISSIONER MACKINTOSH’ The use of tied and 
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1 untied loans that I was familiar with was quite 

2! gifferent from that. 

3 PROFESSOR TRIANTIS: The brief doesn't complain 
4 that the loans are not tied; we are just showing 

5 the development of credit in tHe national field 

6 as compared with the past. What the brief is 

Z Suggesting, and I think the emphasis is on this 

8 term "better terms", » is that there has been a study 
9 by the Canadian Trade Committee. showing that the 

10 Canadian exporter gets just as good terms as the 

11 exporters in other countries. We want to put the 


12 emphasis on the fact that that is not enough; we 


13 want to be a step ahead because of the importance 
14 of export trade for Canada, so it is not enough 
15 for the Canadian Trade Committee or anybody else 


16 to say that the Canadian exporter gets as good 
17 treatment as the German exporter, where export trade 
18 is not as important. That is a fact, and we should 


19 always bea step ahead, 


20 MR, MACAULAY: That is the point which we 
21 are trying to make. 


22 COMMISSIONER MACKINTOSH: Where does this 
23 lead you? | 


24 MR, MACAULAY: Well, it means that people 


25 are constantly eine to catch up with you, I guess, 
26 PROFESSOR TRIANTISs You either have to 

27 be a step ahead or go behind, and we can't do that, 
28 we have to be a step ahead. : 

29 MR. MACAULAY: We have a greater dependence 


30 upon exports than do many nations; in any event, we 
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have a large dependence upon them and if we are 
able to , and since we are developing an area of 
tiled transactions and the quality of one's goods 
and the price are no longer the sole criteria as to 
whether the sale will be made, therefore if we can 
offer little better terms by way of credit we will 
really be able to make the sale. I think this is 
the point we are trying to make. 

Where it leads you or how far we have to 
be ahead, I don't know, but our respectful submission 
is that it is incumbent upon us to look at the terms 
which we offer and the terms other nations offer 
and see if there is any way in which we can better 
them. In short, we shouldn't just respond to the 
fact that somebody is running ahead of us all the time; 
it may be well worthwhile looking to see if we can 
get ahead of somebody else. 

MR. STEVENSON: I think that the history 
of the past four or five years has perhaps justified 
this. I think four’or five years ago it might have 
been said that this country was slightly behind 
some of its leading competitors. in the terms it 
eould offer, but since then I think a number of 
measures have been taken to bring things into 
mequt 2 ee 

COMMISSIONER LEMAN: Is it the country that 
has the most capital to export that wins this race 
in the end? 

MR, STEVENSON: It could be. 


COMMISSIONER MACKINTOSH: one of the 
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recommendations we have had from another group has 

“been that it would be applied all to Canadian construction 
contracts abroad, even though they involve no Canadian 
materials and comparatively little in the way of 
erigiweéeing services. It aye: to me to be perhaps 

a moot point, though dotbilesd tvabuelite to construction 
companies. 

MR. MACAULAY: Just on that point, if I may; 
there are two in in which we will correct our 
imbalance of payments, one is by selling an object 
and getting cash back, and another is by doing 
something some place outside of our country and 
getting cash back, dividends, interest, royalties, 
agency fees, or something else. 

Now, if by financing something we are 
going to get cash back, and Welmeye some reasonable 
security in relation to what we are financing, this 
is then one of the significant ways in which we 
will correct the balance of payments. If one of 
our long range programmes is the reasonable balance 
of payments over a number of years, then it may 
well be that this -- whether it is a moot point or 
not -- is worth looking at. 

COMMISSIONER MACKINTOSH: That is what I 
meant by a moot point; it was ‘worth discussing. 

MR. MACAULAY: Oh, I am sorry. 

COMMISSIONER MACKINTOSH: It turns on how 
much service there is in the contract. 

MR. MACAULAY: Yes. 


COMMISSIONER MACKINTOSH: And how much 
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1 is involved in that I have no immediate judgment 

2 On. Have you any specific things in mind in urging 

3 such arrangements for providing credit or guarantee 

4 facilities to Canadian.producers who will replace 

5 imports? 

6 MR. MACAULAY: Well, it may be that this 

7 field is basically a tax incentive field. There 

8 are a number of ways in which you can approach it. 

9 You can approach it on the grounds, perhaps, of 

10 companies who employ more labour than over a standard 
11 base on an earlier period. It might be the persons © 
12 who put increased plant into operation over a standard 
13 base of an earlier period. It might be people who 

14 ean distinguish the kind of operation that they, 

15 are now undertaking to show that they were directing 
16 it at a replacement of something which was high on 

17 the import list. It may be in terms of simply giving 
18 them a greater write-cff. I am not sure. 

19 We have prepared a number of submissions, -- 

20 we are full of submissions -- on tax incentives and, 
21 you see, frankly, this tax incentive business, it 

22 is like giving away anybody else's money; you are 

23 limited only by your own imagination -- subject to 

24 the approval of the Premier, I mean. I think this 
25 may be beyond your purview, but we would like you to 
26 consider this as a problem because, quite frankly, 
27 people can talk all they like about correcting 
28 the balance of trade in this country, but until we 

29 


30 
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actually make a sacrifice about doing something 
in terms of our imports, then we will be in the dark, 
in my opinion. 

Now, we have a problems we don't export 
enough and we import too many things which we could 
well make in this country. TI Gort think we should 
cut them out; we should cut them down. If we 
can't get people to do it by their own initiative, 
it may be that we will have papery them to 
do so. I think at least this ts something -- or, 

I hope it is something -- which your Commission would 
look at, and we hope that you will come up with 
something even more fertile than the eight different 
approaches which we have taken. You have this 
advantage, you don't have to get the Premier to 
approve it! 

COMMISSIONER MACKINTOSH’ For the moment 
the shift of, say; 12 per cent in the exchange 
rate, plus 10 or 15 per cent surcharge gives quite 
a good --- 

MR. MACAULAY: But that is a very nebulous 
kind of thing, because in every paper you pick up 
something has been knocked off the surcharge list, 
and it runs counter to the spirit of GATT, and every 
country has been agitating that the entire thing 
be removed. We may get to the stage where we will 
be embarrassed by our own riches, and the Federal 
Government ng PS able to hold the dollar down 
to 925 cents, although I assume that this may be 


sometime after, but it is a problem. 
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1 COMMISSIONER MACKINTOSH: © The Commission 


2 doesn't entertain any suspicions on the stability 


3 of the exchange rate. _ 

4 MR, MACAULAY: With great respect, I don't 
5 think we should predicate an export programme or 

6 an import replacement programme in the future on 


something as wustable as the value of the Canadian 
dollar or the impost. fees. I think it is not a 
sufficiently strong belief in the concept of our 
own national virility that we i aa have to rely 
on,these artificial stimulants: te get our people 
up, off. the. chair. 

COMMLSSIONER MACKINTOSH: If you assume that 
the Canadian dollar is unstable, what good are 
your incentives? 

MR. MACAULAY: I don't mean unstable, I 
mean variable. | | 

COMMISSIONER MACKINTOSH: Assume it is 
variable, what ood are your inemtives if they are 
going to be offset? 

MR. MACAULAY: This may be so, but I have 
great faith that it will be extended in the sense 
that it will keep climbing rather than dropping 
further down. 

COMMISSIONER MAGKINTOSH: Well, I will stop 
on that note. 

COMMISSIONER GIBSON: ‘Mr. Chairman, following 
on the same thing, from the standpoint cof stimulating 
and the standpoint of the general health of the 
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variable exchange rate or a free exchange rate, let 
us say? 

MR. MACAULAY: I frankly don't know that 
we have studied this point, and in view of that fact , 
that there are a number of opiriions on it ,I would 
certainly want to consult with the people I am 
with before I answer. 

My own view is that I wasn't very pleased 
with the bouncing exchange rate bai when it was fixed 
as low as itis, but Tam inclined to think that in 
our own country we are better off to try 
@ pegged exchange rate. 

COMMISSIONER GIBSON: Don't you think, as 
DY. Mackintosh sure dated, that- the current rate 
should have substantially stimulating factors? 

MR. MACAULAY: I don't deny that, but t don't 
think there is any permanency in this kind of a thing, 
aid what I am trying to do is to create an atmosphere 
of competitiveness in our people and in our province; 
a desire to help themselves other than by artifical 
means, and I must admit, I suppose, that you may 
say incentives are artificial; this is the part 
you are getting at, so I must admit you box”me in. 

COMMISSIONER GIBSON® That was very quick. 

I was very interested’ in tie analysis in this last 
section on balance of payments, import capital. 
It is section 43. The analysis here --- 

MR. MACAULAY: I am sorry, Mr. Gibson, what 

paragraph, sir, are you referring to? 


COMMISSIONER GIBSON: I will refer to 
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paragraph 114 in particular, which is on page 44, 
The area here is on pages 43 to 46. The suggestion 
here is that our dependence upon foreign capital 
may not diminish very much in future. 

MR. MACAULAY: quantitabivey, 

COMMISSIONER GIBSON: Pardon? 

MR. MACAULAY: our RéitaeAevok foreign 
capital may not diminish very much quantitatively , 
but it may vary qualitatively. 

COMMISSIONER GIBSON: Yes. I just wanted 
to get exactly what you meant -by that. You mean 
that we are looking forward to running a big current 
account deficit for a long way ahead. I heard you 
Say you thought we had to gradually cut this 
down, and yerv"a need for capital méans a big dericit? 

MR, MACAULAY: Not if it is accompanied by 
amajor export effort or licensing, royalty or 
other agreements which will give rise te Lncome 
coming into Canada. 

The fact that we may: rely on foreign capital 
doesn't necessarily imply an imbalance, and it 
depends on what the foreign capital is invested in. 
If iteis invested in equities which go on forever 
creating dividends, this is one problem, but if it 
is invested in municipal or federal or provincial 
bonds which have an end unto themselves, and no 
control eee) involved in them, this is another 


matter. 
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So unless one qualified the kind of investment the 
money is going to go into, and that kind of thing, 
I think it is hard to assume that -by encouraging 
or even bringing about foreign investment in this 
country ‘we will nececsarily produce any worse 
position than we are in at ‘the moment. 

COMMISSIONER GIBSON: I am not questioning 
the point about the desirability of importing foreign 
capital, but if you have a net import of foreign 
capital then you must have a net deficit on your 
current account. - 

MR. MACAULAY: Yes. .I am sorry. I thought 
you meant just seeslniies wacnt of foreign capital. 

I missed the word "net" there. 

COMMISSIONER GIBSON: If you get a capital 
import net jourmist havea currentraccount deficit. 

MR. MACAULAY: Yes, sir. 

COMMISSIONER GIBSON: And I take it from 
what you say that you feel very strongly that we 
should be working towards reducing this deficit. 

Mir (MACAULAY: Yes'y str, 

COMMISSIONER GIBSON: What are the implications 
of that? What are the implications of -reducing the 
debt? If we find it convenient and stimulating 
to have a Significant amount of direct investment 
from abroad in new industries, and that kind of 
thing, and if the provincial govermments and 
municipalities find it economical ‘to borrow. abroad 
in.a sizeable way -- these are the two elements 


in the import of capital upon which you put some 
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emphasis. -- can we gradually get a better servicing 
of our accounts? What is going to happen? Are 

we going to become a sizeable capital exporter on 
the other side? Maybe this is too hypothetical an 
exercise, but a you suggest that we need to import 
capital, because we still want,to reach a balance 
in.our accounts within a.reasonable period.of time. 

MR. MACAULAY: Well, with respect, Mr. 
Gibson, I°do not really feel that those objectives 
are incompatible. 

COMMISSIONER GIBSON: They are statistically. 
It depends upon what meanings you put on words. 

MR.. MACAULAY:«© Noy with respect, I do not 
think that statistically they are, unless you leave 
out another essential ingredient, and that is a 
real major thrust in terms of exports. 

COMMISSIONER GIBSON: that will earn you more 
income and help. you to balance your current accounts? 

MR. MACAULAY: Yes. , 

COMMISSIONER GIBSON: So will your royalties. 

MR. MACAULAY: Yes, but it helps to leave 
us in.a less unbalanced sort of a deficit situation. 
Thus, in the years ahead, I think you can work 
towards a lessening of the difference between the 
amount of cash coming in and the amount of cash 
going out. Even though you are a big importer of 
capital you may become an increased exporter of 
hard goods which will return to you more cash. 

COMMISSIONER GIBSON: You will be an exporter 


of capital? 
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i MR. MACAULAY: You might be, sir. You might 
2 .-be an exporter of capital. - 

3 COMMISSIONER GIBSON: -There is one other 

4! point. Gting back to consumer credit your brief 

A) says that apart from measures having to do with 

6 | conditional; sales contracts, etc., that you did not 

7 see. any need for,.specific controls or regulations 

8 over matters that affect, the financial intermediaries 
9 that are engaged in such transactions. Earlier on 

10 in your brief -- and this is eaten that puzzles 

11 me a little -- there is quite a little emphasis 

12 placed upon selective controls, and the three areas 
13 specified as being areas which were not, perhaps, 

14 much affected by tight money were, as I remember it, 
15 |) inventories, sales of consumer durable goods, and 

16 land speculation. Now, the sales of consumer durable 
17 goods are usually made under conditional sales 

18 contracts. What kind of selective control do you 

19 envisage there? 

20 MR. MACAULAY: I think you are suggesting 


21 that there is a contradiction in the fact that we 
22 are saying no legislation --- 

23 COMMISSIONER GIBSON: No, I am asking for 
24 enlightenment. 

250 MR. MACAULAY: . Superficially, it sounded 
6 to me aS well that there was:a contradiction, but 


27 I think really what we had in mind was that there 


28 was no need for more legislation to control the 
29 morality of a consumer transaction, but that we 


30 may need to have selective controls as to what credit 
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1 is given during certain periods of time. With 

2 respect, I do not think those two points are contradictory. 
3 Is not this the point? 

4 MR. STEVENSON: 


5 We would like to see the rate of interest 


6 stated in this way, but we do not want to impose 


7 anything else on these finance companies, 

8 MR, MACAULAY: That is by having them fill 

9] §=out different forms, ue such-other nuisance legislation 
10} PROFESSOR TRIANTIS: I wonder if the consumer 

11 wants this sort of statement in the contract. As 


12} Dr. Mackintosh has said, why on earth would the 


13 finance companies not supply that information just 
14 to please the consumer. But, the consumer is asking 
15 for something more. | 

16 MR. MACAULAY: Is he really, or is it just 


17|| that a number of people are asking for it -- people 

18 who are trying to be busy. 

19 PROFESSOR TRIANTIS: It seems there is something 
20 fishy. Why will the Pynenge companies not do it? 

21 MR. MACAULAY: But, is the consumer really 

22 asking for it, or is it somebody who is trying to 

23 keep busy by thinking of things to do who is asking 


24 for it? 


3 COMMISSIONER GIBSON: ‘On this question of 
26 consumer credit controls have you any particular 
27 thoughts as to provincial activity in this field? 
28 MR, MACAULAY: Yo you mean as to morality 
29 or to disclosure --- 


30 COMMISSIONER GIBSON: No. I do not know 
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whether there is a constitutional problem involved 
here, or not. There might be.- 

MR, MACAULAY: It sounds as if there might 
be. It is likely to come in under banking or 


interest rates. 
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1 PREMIER ROBARTS;: .I think our assumption 


2 has always been that. there is. 


3 COMMISSIONER GIBSON: That there is 

4 a constitutional problem? 

5 MR. MACAULAY: Yes. 

6 PREMIER ROBARTS: That it is not within 


7 provincial jurisdiction. This is the point that is, 
8 in fact, before the courts today with, respect. to 

9 the Unconscionable Transactions Relief Act. 

10 | THE CHAIRMAN: I am not so sure. I 

11 think this.is a different point. 

12 COMMISSIONER MACKINTOSH: . May I venture 
13 a. lay opinion that the disclosure of the rate of 

14 interest without any attempt made at controlling the 
15 rate would be pretty ee: within provincial 

16 jurisdiction. 

17 MR, MACAULAY: I would have thought so. 
18 I was going to say, Mr. Gibson -- perhaps the Rawell- 
19 Sirois report. should mot be raised here, but if we 

20 have in mind the development of this country and 

21 any reasonable flow of investment moneys from outside 
22 as well as from our own jurisdiction, I think it would 
23 be unfortunate if all the provinces got into this 

24 business of credit restrictions, and so forth. That 
25 would have a balkanizing effect on Canada, and I think 


26 we have tried in this brief to show you that we are 


27 not here to grind any axes. We are trying to bring 
28 things before you that we think will be helpful to 
29 our province. 


30 COMMISSIONER GIBSON: The only reason I 
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asked this question was because the only time the 
federal government has exercised any control in this 
area of consumer credit has been in emergency conditions 
such as during the war and the Korean crisis: 

MR, MACAULAY: Perhaps they felt that 
those were the only times they could politically 
justify it, but that does not mean that that is the 
only legal time they could have brought it about. 

COMMISSIONER BROWN: I have one question 
I would like to ask about foreign investment. Do 
your recommend the removal of the withholding tax 
on provincial and municipal bonds? If my recollection 
is dodiedt: the withholding tax has applied Ady ° long 
time on Canadian pay municipal issues. The new 
imposition was only in respect of American pay 
municipal issues. So far as the municipalities are 
concerned, what I would like to have cleared up is 
what your recommendation is. Is it your recommendation 
that it be removed entirely, or removed from those 
to which it did not apply prior to December of 1960? 

MR, MACAULAY: I think we would rather 
remove what we have called the thinly excusable 
restrictions which discouraged investment by persons 
beyond our borders in our provincial and municipal 
issues. I would think we are inclined towards the 
removal of whatever kind of withholding taxes there 
are. Is this right? 

PROFESSOR TRIANTIS : Yes. 

GOMMISSIONER BROWN; The other point 


I would like to ask you about is with respect to 
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institutions. We have heard from the trust companies, 
from the eredit unions, from the Quebec Savings Bank, 
and so on, but we have not heard from the Ontario 
cavings Bank. I understand our research staff is 
getting some information for us, but I wonder if you 
could outline to us the policy that is followed with 
respect to the Ontario Savings Bank. Are these funds 
used for any specific purpose? Does the interest rate 
vary with the monetary policy? Does the interest 
rate go up when other interest rates go up? 

MR, ALLAN: We have followed the policy 
of paying the same rate.of interest on savings deposits 
that is paid by the chartered banks. The difference 
in our policy is that we pay that interest on a 
ee monthly balance, which gives the depositor 
a little advantage over the depositor in a chartered 
bank. Our savings remain fairly steady at between 
$70 million and $80 million. 

Now, when the bank was established many 
years ago, I understand that at that time there was 
thought of using the funds for some particular purpose, 
but during later years those funds have been available 
for the use of the government and they have furnished 
lean capital, really, to the government at an interest 
rate that has been satisfactory to the government. 

COMMISSIONER BROWN: idm other words, they 
have not been used for any of these other ancillary 
purposes? 

MR, ALLAN; They have been used for 


general government purposes. 
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MR. MACAULAY: There have been all kinds 
of recommendations made that they should be used for 
development and investment in this kind of thing, and 
that, but the difficulty is -- I think the experience 
was during the 1930's that it becomes very difficult 
when the money is, in effect, there on demand, to have 
it placed in and out of solid concrete forms. Is 
not this right? 

MR, ALLAN: Well, the judgment has been, 
Guring later years, -- and quite a number of years -- 
to use those funds in the way I have indicated. 

COMMISSIONER MACKINTOSH: May I just 
interject one thing. Your mention of the 1930's 
reminded me of it. There seems to be a lot of opinion 
that foreigneguity investment is disadvantageous 
at the present time. In the latter part of the 1930's 
the great complaint was that foreign investment 
was all fixed term and, therefore, a dead weight not 
dependent upon earnings, and a tremendous burden 
on the economy. We may find in the 1970's that we 
are back to the earlier concept. 

MR. MACAULAY: I do not think you will 
find that we have said that. We have said it should 
be mixed. We have asked you to emphasize the advantage 
and the disadvantages. 

COMMISSIONER MACKINTOSH: I was not 
referring specifically to your brief, but to some 
of the other discussion we have had. I am old enough 
to remember some of these things, and I am even encouraged 
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seeing something worthwhile in the Rowell-Sirois report. 
THE CHAIRMAN: That concludes the discussion, 

gentlemen. y We appreciate very much your tela oe 
here, and the contribution you have made. You 
have been of great assistance to us. Your remarks 
have been not his instructive, but at bined they have 
been decidedly colourful. | 

PREMIER ROBARTS: May I thank you, sir, 
for your kind attention to our submission. We have 
enjoyed presenting it to you. 

THE CHAIRMAN: We shall adjourn now until 
Thursday morning next at 9.15 to hear the submission 


of the Broker-Dealers! Association of Ontario, 


Su Agjournment. 
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SUMMARY 


i 


The overall function of Canada's financial 
and monetary system and policies, or for that matter 
of our whole economic system, is to achieve a satis- 
factery rate ef economic growth, full employment, 
stability of incomes, and an equitable distribution 
ef the national product. Among the intermediate 
ebjectives in achieving our basic goais we include 
stability of prices, economic flexibility and well 
balanced trade and payments relations with the rest 
ef the world. It is the view of the Government of 
Ontario that the over-riding geal of economic and 
finaneial organization and policy should be economic 
growth, and that the chief test of the structure, 
functioning and policies of our financial and monetary 
system must be the extent to which it has and can 
serve this important goal. 

The other goals of course cannot be neglected 
Decision on the desirable mix of goals to aS is 
a difficult ca It involves political and ethical, 
ag well as economic considerations. It would seem 
clearly desirable from time to ‘isiee to have a public 
announcement by the Government of Canada of the 
particular combination of goals at which the economy 
is aiming. Such an announcement would serve as a 
beacon of the direction in which publie policy is 
leading the economy, and would place any pubiic 


discussion about the feasibility and desirability of 
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‘the combination chesen on a firm basis. 

In any event, we recommend that the Governe- 
ment of Canada state explicitly that economic growth 
is the primary economic goal of the Government of 
Canada, and that this coun should be specifically 
stressed in the preamble te the Bank of Canada Act. 
Further, we consider it arte tore that the relationsni 
between the Gevernment ef Canada and the Central Bank 
be elarified so etetows beth to the responsibility 
fer chosing the goals of monetary and related policies; 
and the ultimate responsibility fer the pelicies used 
in pursuing the chesen goais. There should be no 
shadow of doubt that final decisions in these matters 


rest exclusively with the Federal Gevernment. 
pe 


The Province of Ontario is of the opinion 
that there is a grewing need in Canada for an indepen- 
dent and national in scope institution of economic 
and business research. We strongly urge the estab- 
lishment ef a National Institute for Buenenic Research, 
The Government of Ontario is prepared to cooperate in 
a private or public venture in order to create such 
an organization. 

The Government of this Province has come to 
the conclusion that more effective channels of business 
communication are needed fer the adequate functioning 
ef our economy. This point was hreabbannhponpouls te 
our “eweiiwiies the preparation of this submission. 


imprevements in the channels and effectiveness of 
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business communication in the broadest sense are 
required more urgently than any change in the number 
and size of the financial institutions and their 
methods of finance. We ask your Commission to 
emphasize this problem and to give full consideration 


te ways by which improvements may be achieved. 
Tit 


in eur brief we have stressed at length the 
impertance of investment in human capital or intangibie 
assets in contributing to increases in preductivity 
and ecenomic geutha We have indicated that Si aeahicat 
carried eut in the United States suggest that the retur 
on human capital in the form of investment on education 
bas been at least equal and has probably exceeded the 
return on Ppueeenneerl in physical capital. We urge 
that yeur Commission emphasize the tremendous importance 
fer economic growth and social pregress of investment 
in ice eapital. | 

Investment in human capital - public expend=- 
itures on health, weifare and education - is one of 
the chief responsibilities of provincial and municipal 
governments in Canada. We cannet help stressing that 
Canadian economic growth will depend in the future en 
substantial increases in previncial and municipal 
expenditures on these services, and there is every 
indication that the share of public expenditures on 
education and health in the total national expenditure 
will expand very considerably in the foreseeable future}, 


The strains that increased expenditures on 
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je 


these items will place on our tax revenues are of first 
impertance if we are to achieve our goal of promoting 
a satisfactery rate ef economic growth. In the course 
of the submissien, we consider the preblems associated 
with the grewing respensibilities ef previncial and 
municipal gevernments and the type and nature ef their 
tax revenues. We urge that your Commission consider 
fully the preblems of provincial and municipal finance — 
and the pessible repercussions the centinuance ef the 
present unsatisfactory situation of inadequate previn- 
elal and municipal revenues will have on Canada’s 
ruture. Questions of availability and cost ef credit 
to previncial and municipal governments are, closely 
related to the nature, velume and flexibility of tax 
revenues. In view ef the importance ef gevernment 
revenues and expenditures at all ievels in presente 
aay Canmasty ref drns of credit institutions, methods 
and policies must ge hand in hand with a rational 
reorganization ef eur fiscal sepud ante! 

The nature of the bulk of expenditures which 
the province and the municipalities will be called 
upen to make in the coming years draws attention also 
to the problem of short-run fluctuations in their 
vevenuss, It is obvious that a short-period decline 
in the rate of growth of tetal financial resources of 
previncial and municipal governments might require 
drastic restrictions on the expenditures of these 
governments in important areas of secial and econemic 
development. We suggest that yeur Commission examine 


on the ene hand the variability ef the various public 
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Terente, Ontario 
expenditures ef the three levels of Government as they 
relate in, the short run te ecenomic stability and in 
the long run te economic growth, and on the other hand, 
the cyclical variability of the various tax revenues. 
We recommend that adjustments in the distributien of 
tax revenues, be made between the various levels of 
government which would facilitate the need of previncial 
and municipal governments for cyclically stable and 
steadily growing tax revenues. The Federal Government 
would then have control ef these taxes whose revenue 
normally changes. cyclically and which are subject to 
easy manipulation in centra-cyclical pelicies. 

In order to promote federal=provincial 
cooperation in the development of contra-cyclical 
policies we recemmend that machinery be devised fer 
regular consultation between the Federal and Previncial 
Gevernments on the state of the Canadian ecenemy and 
the pessibility of concerted governmental policies 
to premote economic stability and growth. Total 
provincial gevernment expenditures have become as 
important as the expenditures of the Federal Government| 

The Prevince of Ontario is»convinced that 
ehanges towards a policy ef tight credit affect the 
finances ef provincial and municipal governments and 
investment projects. considerably more than they affect 
the, financing of: business investment. In our view, 
short term changes in the supply of credit fer financin 
investment in human and ether capital by previncial 
and municipal governments may have serious long-term 


consequences. We suggest that in formulating pelicies 
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Terente, Ontaric ike 
1 fer changes or reforms in the techniques and policies 
2 of monetary control your Commission should bear in 
3 mind the following considerations: 
4 » (a). The likely centribution of the various 
5 sectors ef the ecenomy te streng inflationary or 
6 deflationary measures. 
7 , (bo) The state and effectiveness with which 
8 the various sectors respend te changes in credit. policy 
9 special consideration should be given to the speed and 
10 effectiveness with which expenditures in the various 
11 sectors are able te recever when a policy of tight 
12 money is relaxed. 
13 .» (e) . The need in pursuing policies ef stabil- 
14 izatien of prices, employment and incomes to avoid 


discouraging our unduly affecting the long-term 
prespects ef. these sectors of the ecenomy which 
constitute the cere and basis ef any pelicy of growth, 
specifically of the previncial and municipal gevern- 
ments. 

In view of the significance of the volume 
and nature of provincial and municipal expenditures 
and. ef the special credit problems which monetary 
and exchange rate policies present for these govern= 
ments, we recommend that provision be made for 
previncial gevernment. representatien en the Board of 


Directers of the Bank of Canada. 
Iv 


The Government of Ontario is particularly 


concerned with the problems of financing ef small 
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Terente, Ontario 
business in Canada. We are convinced that the 
importance of small business to the continued economic 
growth and social develepment of Canada has been ail 
too often neglected or misunderstood. 

There are three specific matters we wish to 
bring to the attention ef yeur Commission. First, the 
Government ef Ontario feels that the prevision of 
expert advice on economic, financial and business 
matters would make an important contribution to the 
solution of financial preblems of many small firms. 

We have already taken steps te previde such advice 
through the establishment of a division within the 
Department of Economics and Development of the 
Government of Ontario. Second, we feel that the 
problem of supplying small business with an adequate 
supply ef long-term equity capital should be handied 
more foerthrightly than it is at present. In particular, 
we feel that it would help if the Industrial Develop- 
ment Bank's purposes were spelled out clearly in the 
appropriate legislation. In our view, the Industrial 
Development Bank has not fulfilled the function of 

a development bank. The Government of Ontario has this 
issue under careful study and we are censidering the 
establishment of a provincial fund which would supple- 
ment existing financial institutions in the field of 
industrial development and serve the purpose of economi 
decentralization. Finally, the Government of Ontario 
feels that there would be a great deal of merit in 
intreducing policies and techniques for the selective 


contrel of credit so that small businesses could be 
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given special consideration in periods of tight money. 
We have also considered carefully the purposes and 
consequences of the ceiling of interest rates charged 


by banks and we recommend that it be raised. 
Vv 


We have carefully studied the problems 
associated with consumer credit in Canada teday. In 
our view, yeur Commission should urge that it be made 
compulsory for all institutions extending consumer 
credit to declare, ona comparable basis, the effective 
rate er range of. rates which they charge in each 
particular transactien, It may not matter particularly 
if the censumer dees not knew the exact rate ef interest 
he is paying but it would help him a great deal if he 
were enabled to compare and decide where he could get 
credit most cheaply. We also ise eramei that your 
Commission examine closely the legislation covering 


small leans companies. 


VI 


We oBariet: help emphasizing the importance 
whist this Government places on foreign trade as an 
integral part of any program to achieve a satisfactery 
rate of ecenomic growth in Canada. We should like to 
stress the rele ef finance in any national effort to 
maintain and expand eur position as a great trading 
nation. Trade we must, and the effectiveness and 
expediency with which eur financial system can suppert 


eur efforts to expert must be an important yardstick 
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by which we shall measure its adequacy today, tomorrow 
and for a eng time te come, i 

We draw your Commission's attention to the 
changing credit requirements for financing international 
trade. We note that there has been an increasing 
tendency for commercial loans to be tied to materials, 
equipment, engineering and other services and consumer 
goods, and that export credit often tends to .be of 
long-term duration, reaching 15 to 20 years or more. 
We also note that export credit has become generally 
more risky. Hence, we are sceptical about the adequacy 
of traditional institutions and methods of financing 
foreign trade. We hope that your Commission will study 
ways in which private credit institutions may pool 
resources, lengthen feted of wee and provide for 
the expansion of eredit to communist and other govern= 
ments. You may wish to consider various inducements 
that the Canadian Government might offer in order to 
promote the new types of export credit required. The 
Governments of other countries are veswetits increasing? 
aggressive in terms of export credit and export credit 
guarantees. It is not enough for this country to 
assume that its exporters enjoy just about as good 
terms of export credit and insurance as their competitors 
in other countries. The question is how we can give 
the Canadian exporter better terms and help him in 
capturing new markets. 

The Government of Ontario wishes to draw the 
attention of your Commission to ariotiive avenue of 


promoting Canadian employment and economic growth. 
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We are impressed by the very considerable possibilities 
which exist in this country for producing a great 
variety of manufactured and semi-manufactured products 
which are now being imported. We believe that special 
arrangements for credit and guaranteeing facilities 
serving this particular purpose would be helpful. 

With respect to short-term changes in monetar 
policy, the Government of this Province wishes to draw 
your attention to the need for selective control of 
credit with regard to financing exports. In view of 
the new role assumed by export credit, the availability 
of credit may often be a more important consideration 
in foreign markets than the decline in export prices 
which a tightening of overall eredit might bring about. 
In this particular field then, an indiscriminate policy 
of tight money may make matters worse rather than 
better, and in addition lead to the loss of hard-won 


export markets. 
VII 


In the field of foreign investment, the 
Ontario Government believes that we shall need a 
substantial volume of foreign capital if we are to 
accelerate the pace of our emeeeie expansion. We 
also believe that Canada can be as attractive to 
foreign capital as any other country in the world. 
We would be missing a great opportunity if we failed 
to exploit to the fullest possible extent the willing- 
ness of other nations to invest in Canada's future. 


It would be to our advantage if some of the heavier 
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requirements for future investment in human and ‘social 
capital could be met partly from abroad. Your 
Commission could perhaps perform no greater service 
than to explain the role of foreign investment in 
Canada, in the past, present and future. It has been 
the subject of much misunderstanding. 

We recommend that the Government of Canada in 
consultation with the provincial governments develop, 
announce and explain a clear-cut policy towards 
foreign investment. In particular, we advocate the 
removal of the present withholding tax levied on 
provincial and municipal bonds held abroad. We are 
of course aware of the need that over short-term 
periods it may be desirable to discourage the inflow 
of foreign capital. Since vital interests of 
provincial and municipal governments might be affected 
we recommend the establishment of machinery for close 
consultation on these matters between Federal and 


Provincial Governments. 
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PART I 
THE GOALS OF OUR ECONOMIC AND FINANCIAL 
SYSTEM ~ 
Lx The overall function of our financial and 


monetary system and policies, or for that matter of 
our whole economic system, is to serve certain 
fundamental purposes or goals. heencdincly, the 
extent to which the financial system succeeds in 


serving these ends must be the criterion of the 


adequacy and efficiency of that system and its 
various component parts. We must set out our objective 
and emphasize what we believe to be the overriding 
consideration by which our financial system and 
monetary policy will be judged. 

ms At the outset it should be made clear that we 
are not concerned here with purely technical deficiencies 
or shortcomings in our financial institutions and 
monetary policies. Our concern is with the broader 
problem of national and provincial economic and social 
goals, and with the relationship of the financial 
institutions and monetary policies to these goals. 

3. The Government of Ontario believes that our 
primary goal should be the achievement of a satisfacto 
rate of economic growth in this country. 

4H We are fully cognizant that a high rate of 
economic growth is often accompanied by dislocations 
in our social and economic framework. Human beings 
are adaptable and can adjust to social and economic 
changes. But the possibility of adjustment becomes 


smaller, and the difficulties or pains of adjustment 
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greater, the greater is the rate of change. Economic 
growth, therefore, is not the only goal. Among the 
other objectives of our economic system must be a 
reasonable short-term stability in economic affairs, 
especially in the levels of employment and income. 
yo In recent years, unemployment has become the 
focus of national attention. We need not go into tne 
details of the economic, political and social dis-= 
advantages and dangers attached to unemployment. 

The loss of iabour time that’ can never be recovered, 
the demoralizing effects of unemployment and the 
inequitable distribution of income that it usually 
entails are well understood. Governments have assumed 
a greater degree of responsibility for curing this 
ailment and have accepted the goal of full employment 
as one of their major economic objectives. It would be 
absurd to expect that monetary policy alone - or even 
with the help of appropriate fiscal policy - could cure 
all kinds of unemployment under all circumstances. 

On the other hand, our financial and monetary system 
and policies can and do affect the levels of employment 
and unemployment in Canada. 

6. A fair stability of prices is another goal 

on which there seems to be general agreement. Strictly 
speaking, price stability is not a goal in itself: 
prices and price changes are the mechanism by which 

we allocate our economic resources and. decide what to 
produce, how to produce and for whom to produce. 
However, a pronounced instability of prices can have 


a number of very detrimental effects on our economic 
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and financial system and social and political fabric. 
Accordingly, a reasonable stability of prices is 
usually mentioned as a separate goal of economic policy|. 
ls Of course, stability of employment, incomes 
and prices does not mean that the economy should be 
inflexible. .A changing economy - one in which the 
yolume and pattern of resources on the one hand, and 
the requirements of various goods and services on the 
other, are changing continuously and substantially - 
galls for frequent and far-reaching adjustments. 
Flexibility in our economic system will help in 
dealing with the problems of adaptation to economic, 
as well as social and political changes, at home and 
abroad. it will help to minimize dislocations and 
unemployment by facilitating transfers of factors of 
production between industries, occupations and 
localities, and, in the long run, it will facilitate 
economic growth. A financial system and monetary 
policy conducive to a flexible economy will be in- 
valuable to this country in a rapidly changing world 
economy, especially in a period of accelerated tech- 
nological change. 

oer In the minds of large sections of our population 
equality of opportunity and an equitable distribution 
of the national product are just as’ important as the 
size .of .the ,.total»product. It has been claimed that 
the present structure and manner of operation of 
certain sectors of the financial system involve an 
unfair treatment of classes of our population which 


have modest incomes and which are ignorant of financia 
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matters. There have been frequent ane aaneas to 
exhorbitant charges on consumer credit. Again, it 
has been charged that, at Eaiteie 3 the policies of the 
central and chartered banks, combined with the ceiling 
on interest rates, have tightened credit in a manner 
which discriminates against small businesses, and 
hence, over the long run, tends to damage their 
vitality and to threaten their viability. ‘There is 
no doubt that our firancial system and policies are 
key determinants of the distribution of opportunity 
and income in our economy. 
9. Any listing of national objectives would be 
incomplete without consideration of Canada's balance 
of payments position. Prdhedow trade and financial 
intercourse we manage to increase our incomes and to 
secure additional ins chai for the development of our 
economy. The efficiency with sible eet financial 
system is able to finance our foreign trade and other 
related sectors of our economy, and to facilitate 
the international movement of capital, technology 
and population in our best interest, is another 
eriterion by which our financial system must be 
judged. It is difficult to overemphasize the 
importance of appropriate credit, fiscal and exchange 
rate policies for the balance of trade and payments 
of @ country like Canada. ; 
103 In addition to snaked ina ends, our economic 
and financial system is expected to serve goals 
which might be termed political and ethical or 


humanitarian. These include Canada's independence 
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and security, and the discharge of our moral duty to 
help our fellow human beings in the less well-to-do 
countries of the world. It is obvious that these 

purposes can be served best by a strong and growing 


economy. 


Mi... These, then, are the fundamental goals that our 
economic and financial system is called upon to serve: 
a satisfactory rate of economic growth; full employment) 
stability of incomes and an equitable distribution of 
the national product. The other purposes mentioned, 
namely stability of prices, economic flexibility, 

and well-balanced trade and payments relations with 
the rest of the world, are important intermediate 
goals or constraints in the achievement of the basic 
goals. 

12% Quite often, given policies or measures tend 
to serve more than one goal. Thus, a growing economy 
provides a good deal of Aiiiactieraieey and is helpful 

to the maintenance of a high level of employment, so 
that policies or institutions conducive to economic 
growth help also towards the achievement of full 
employment. On the other hand, there may be cases 

in which the pursuance of one goal may be difficult 

or impossible without compromising with respect to 
another. For instance, at times rapid economic growth 
can only be achieved at the expense of inflation and 
instability of incomes; and domestic economic stabilit 
and expansion may clash with stability of the exchange 


rate. 


a3u The fundamental question, then, is not what th 
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desirable goals are - on this matter there seems to be 
general agreement. The question is rather what relativ 
sebastien should be attached to each goal. And 
this is a thorny problem, involving political, ethical 
and economic considerations. 
14. Different people assign different significance 
to the various goals. While the young may stress 
economic expansion, and labour may emphasize full 
employment, the old are interested strongly in the 
stability of prices. Furthermore, the importance of 
the various goals changes with time and circumstances . 
An economy which has been stagnant for some time may 
be prepared to accept price increases if these are 
indispensable to growth witht an economy which has 
been advancing at satisfactory rates may devote its 
major effort to fight inflation. Since the end of the 
Second World War, we have witnessed changes in the 
emphasis placed on these various goals. 
LS rt is clearly difficult to expect universal 
agreement on the desirable combination of rate of 
economic growth and maximum rates of unemployment and 
increase in prices. It is equally clear, however, 
that uncertainty or disagreement in responsible circles 
about the mix of goals to be pursued is not conducive 
to the formulation of appropriate policies. 
toy It would seem clearly desirable from time to 
time to have a public announcement from responsible 
circles of the particular mix of goals at which the 
Canadian economy is aiming. Such an announcement 


could not be expected to settle the issue of what the 
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desirable mix of goals should be. On the other hand, 
the suggested announcement would invite discussion abou 
the feasibility and desirability of that particular 
mix, the factors that should be taken into consider- 
ation in determining it at various times and under 
various circumstances, and the effects of pushing one 
goal on the achievement of others. For instance, a 
specific increase in the rate of growth of national 
income might entail an additional increase in prices 
of a certain amount. 

lf Such an announcement would serve as a beacon 
of the direction in which public policy is leading 

the economy; and public reaction to this indication 
may be such as to make achievement of the mix easier. 
Finally, such a policy would compel those who would 
argue about economic and financial policies and 
technigues to start from clear assumptions as to the 
purposes or goals involved = more specifically, to 
indicate whether it is the mix of goals about which 
they disagree, or the techniques and policies by which 
an agreed-upon mix can be achieved. This type of 
discussion would throw more light on the problems 
involved than discussions in the past, even though 

it might produce just as much heat. Disagreement 

on economic goals and techniques is perfectly 
consistent with our democratic system of government. 
18. The Government of Ontario considers that the 
overriding goal of economic and financial organization 
and policy should be economic growth. To achieve this 


end, all other goals should be subordinate. While we 
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recognize the importance of all these goals, we are 
convinced that their achievement will be made much 
easier if we can maintain a satisfactory rate of 
economic growth in the Province and in Canada as a 
whole. The economy of this Province depends very 
considerably on manufacturing, mining, agriculture 

and exports, and is therefore exposed to instability 
of employment, prices and incomes. Chinegeunnty.. we 
phage great value on a financial system and monetary 
and fiscal policies capable of mitigating such 
instability. Nevertheless, we are convinced that 
economic growth should have first priority. And, 
therefore, ,our financial System and monetary and fisca 
policies should be so osuesea as to gain this end. 
Economic growth has served, and will continue to. 

serve as the guide-post of the economic policies of 
the Government of this Province. 

19. We conclude by urging your Commission to use 
the promotion ae satisfactory rate and pattern of 
economic growth as the chief test of the structure, 
functioning and policies of our financial and monetary 
system. We recommend further that this goal should 

be explicitly stated and specifically stressed in 

the Preamble to the Bank of Canada Act. | 

20. In the various countries the relations between 
the Government and the Central Bank are regulated by 
tradition or statute. Recent experience suggests 

that in this country there have been considerable 
uncertainties and changing views as to the role of 


the Bank of Canada. We consider it imperative that 
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it be clarified by statute that the decision on the 
combination of goals of monetary and related policies 
rests exclusively upon the elected representatives of 
the people of Canada. | 

Calis The relation between the Bank of Canada and 
the Government of Canada must be clarified also with 
respect to the policies used in pursuing the chosen 
goals. Monetary, budgetary and debt management 
policies are closely interrelated as to the techniques 
employed and their effects. In view of the economic, 
social and political implications of these policies, 
particularly with reference to economic growth and 
employment, it would be unwise to leave any doubt as 
to the ultimate responsibility of the Government of 


Canada in these matters. 
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THE NEED FOR MORE RESEARCH AND INFORMATION 


22s There an been a growing concern in the 
Province of Ontario over the need in Canada for an 
institution of economic and business research. In 
the United States, the National Bureau of Economic 
Research - a private non-profit organization of 
national and international reputation has for many 
years been studying problems of the American economy. 
Its work has been supplemented by economic and 
business studies undertaken at a number of other 
highly efficient institutes of economic research. 
Similar institutes have been established in the last 
three or four decades in practically every advanced 
country, for instance, in Great Britain, Germany, 
Sweden and the Netherlands. Going further afield, 
Western aid has helped to establish similar research 
institutes in a number of underdeveloped countries, 
for example, in India and Pakistan. 

Zoe In Canada, on the other hand, there is no 
such permanent, independent, national institute for 
economic research - an institute which might have 
undertaken a study of Canadian economic growth, the 
banking and financial system or the problems facing 
small business. This Pt has relied inordinately 
on the less efficient and more expensive procedure of 
appointing ad hoc Royal Commissions to deal with some 
of its broadest and most fundamental economic problems 
This is not to imply that Royal Commissions have not 


been of value. We are suggesting that experience and 
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wisdom, drafted hurriedly and intermittently, can be 
valuable complements of, but Maundy’ no substitutes 
for, systematic and naidetnis oiediegs research requiring 
continuity, considerable time and carefully selected 
personnel. 

a4. Within its own jurisdiction, the Province of 
Ontario has established the Ontario Economic Council 
which has been given broad terms of reference and 
empowered to conduct and commission economic studies 
and to make recommendations to the Government. Within 
the Department of Economics and Development of Ontario, 
continuing research is being undertaken on a wide 
variety of short and long term economic problems 
affecting economic development in the Province and in 
the country as a whole. In this way we have made an 
initial attack in this Province in meeting the probiem 
of research into business and economic matters. 

aA On the other hand, there are many broader 
issues, concerning the whole Canadian economy, which 
call for systematic study. Your Commission could 
perhaps make a great contribution to the improvement 
of our financial and banking system, and, more 
generally, to Canada's economic development and 
stability if it strongly urged the establishment of 

a National Institute for Economic Research. The 
Government of Ontario is prepared to cooperate in a” 
private or public effort aimed at creating such an 
organization. 


26. Uninformed or hasty opinion might argue that 


a recommendation of this kind would be outside your 
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Commission's terms of reference. To dispel any doubts, 
your Commission should make it clear that, if finance 
is important for economic growth and stability, so is 
knowledge based on methodical collection and analysis 
of information. Only such knowledge can provide the 
indispensible background for constructive financial 
and monetary reforms and policies. This country is 
neither ee small nor so poor that it has to base the 
discussion of a number of its economic problems on 
information and analysis relating to the United States, 
on the assumption that our problems are simply a 
miniature replica of those south of the border. It 
would certainly be a great pity, if a number of years 
from now another Royal Commission on Banking and 
Finance were faced with the same lack of useful 
background information that you have had to cope with. 
2n% We are also concerned with the necessity for 
knowledge and adequate channels of communication and 
information at other levels. Specifically, small 
economic units including small firms in manufacturing, 
mining, agriculture and the services, as well as the 
Canadian consumer, are very often unaware of even the 
approximate scope and nature of their financial 
problems and requirements. Another fact repeatedly 
brought to Bae attention during the ee enalietpey pa of 
this Submission is that too often the individual or 
small entrepreneur is ignorant of the sources and 
methods of finance open to him and of the size and 
consequences of the financial burdens which he may 


unwittingly take on. These are serious flaws in our 
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system of free enterprise. 
26 We are convinced that many of the problems 


facing businesses of smali or medium size in manufact- 
uring, agriculture, vanities forestry, transportation 
and the services originate in lack of information 

and financial and technical iis idee rather than 

of capital or other resources. Improvements in the 
channels and effectiveness of business communication 
in the broadest sense is required more urgently than 
any change in the number and size of financial 
institutions and their methods of finance. Such 
improvements would make a strong sia inane i to 
successful financial planning, would minimize the 
barriers which compartmentalize our economy and would 
further the goals of economic growth and of a fair 
and equitable distribution of income among the 
various economic units. We ask your Commission to 


emphasize the problem and to give full consideration 


to ways by which improvements may be achieved. 
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Pate Li A. 27 


THE FINANCING OF PROVINCIAL AND MUNICIPAL 
RESPONSIBILITIES 


29. In this Part we discuss the importance of 
investment in human capital to economic growth, the 
role of the provinces and the municipalities in 
supplying this capital, and the problems which these 
bodies have in financing their responsibilities. We 
place particular emphasis on the relationship between 
responsibilities of the provinces and the municipali- 
ties and the volume and nature of their revenue 
resources... Attention is also given to the effect 

of credit restrictions on the financing of their 


activities. 


A = The Importance of Human Capital 

30:¢ There should be little doubt about the 
enormous contribution which a well-organized and 
adequately progressing system of education and 
training can make to the nated wees of. certain 
important economic and social goals. Nothing can 
help more towards a reasonable equality of opportunity 
and a fair share of income for the people of this 
country than such a system of education and training. 
It would be absurd through taxation and other policies 
to attempt to correct the sonibaneneas of inequality 
of opportunity by redistributing income, while 
neglecting to tackle the cause of much of this 
inequality. 

Ey The achievement and maintenance of full 
employment has been listed as another important goal 


of our economic and financial system. But in a world 
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of rapidly changing technology, communications and 
transportation, full employment can be obtained only 
in a truly flexible economy. There are few factors 
that can increase the flexibility of our economy more 
than the education and training of our labour force. 
Without the requisite skills in our i atete force we 
will continue to be plagued with structural unemploy= 
ment. The Province of Ontario, therefore, places 
great emphasis on the education of our young people 
‘and the retraining of our workers to meet the changing 


needs of our economy. 


sa. We turn to what we consider as the major goal 
of our economic and financial system, namely economic 
growth. Quite often economic growth is related, 
indeed, "ascribed", to the formation of physical 
capital: to expenditures on new structures, machinery 
equipment, and inventories. By contrast, not enough 
emphasis has been put on expenditures designed to 
improve the education, training, strength, stamina, 
mental health, vigour and vitality of our people. 

To some, expenditures on these items represent a 
waste of resources which might have been invested 


in physical assets. 


he Koa It is only in recent years that there has 
been any appreciation =- and any attempt at measure= 
ment - of the tremendous contribution to increases 
in productivity and economic growth of investments 
in "intangible assets" or "human capital." These 


expenditures are gaining more and more recognition 
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as a source, as well as a product, of increases in 


incomes and economic expansion. 


34. Studies undertaken in the United States 
indicate that only about one-half of the increase in 
gross national product over the last sixty years can 
be attributed to i ind ete in input of manhours 
and physical capital; and that a large part of the 
increase in national product must be explained by the 
increase in intangible assets and improvements in the 
efficiency of labour, due to investment in heaith, 
education, training and scientific and technological 
advance. ‘These studies suggest also that the return 
on human capital in the form of investment in educatio 
has been at least equal, and probably has exceeded 
considerably, the return on investment in physical 


capital. 


383 These findings about the relation of 
investment in human capital to economic development 
have been termed astounding. Even more astounding 
than these results has been the slowness of Canadians 
to recognize the great productive significance of 
these expenditures. Your Commission will be doing 

a great service to this country if it emphasizes and 
vividly illustrates the importance of investment in 


human capital. 


B - Government Expenditures on Human: and Social 
Capital Ps 
36. Public expenditures on health, welfare and 


education rank among the chief responsibilities of 
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the provincial and municipal governments of Canada. 
One may well describe these Governments as the public 
agencies which specialize in the formation of Canada's 
human capital. Seen in this light, the importance of 
provincial and municipal finance can hardly be over= 


emphasized. 


SP: In addition to its emphasis on hiiman capital, 
the Government of this Province places great import= 
ance on its responsibilities for the provision of 
social overhead capital, which is indispensable for 
the growth and expansion of private business. The 
Province and its municipalities, in their role as 
agencies for the provision of physical assets such 

as roads, sewers, energy sources, etc., have been 
aptly described as the right arm of development. 

It is hardly necessary for the Government of Ontario 
rai aawibe its activities in these fields. They 

are too well known and no brief reference to them 
could do justice to the magnitude of our achievements. 
Our Government has every reason for being proud of its 
record in this field. We are more concerned, however, 
with the provision of adequate social overhead capital 


in the future than with any past achievements. 


38. There are clear signs that the share of 
public expenditures on education and health in the 
total national expenditure will tend to expand very 
considerably in the foreseeable future: first, 
because the expenditures of these services will rise 


as a proportion of total national expenditure; and 
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secondly, because the public share in the expenditure 


on these services is likely to grow. 


39. We cannot help stressing that Canadian economi 
growth will depend in the future on a very substantial 
increase in expenditures on health and education. 

Our economic development tends to depend less and 

less on the discovery and exploitation of new natural 
resources, and more and more on the better use of our 
known resources, which is brought about through 
technical improvements, the development of skills and 
automation. In turn, these developments depend 
heavily on investment in health, education, advances 
in technology and other forms of intangible capital. 
Economic Ane anaea: will not only depend on, but 
will also call for, a substantial increase in the 


relative importance of outlays on education and heaith 


HO, The assumption by government of increasing 
responsibility for investment in human capital is 

due largely to the expanding recognition of the value 
of human resources as a national asset, as well as 

to the peculiar features of investment in human 
capital. This increasing government responsibility 
is a natural response to the increasing demand for 
equality of economic opportunity and a fair share in 
the national income. We are convinced that the role 
of education in preparing our young people for the 
future has never before been more vital to our economi 
and social progress, indeed, even to our national 


survival, than it is today. 
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41. We can illustrate this point by a brief 
reference to the Ontario situation. In September 
1961 enrolment in elementary and secondary schools 
in this et ie totalled 1,462,000 pupils. It is 
estimated that by 1970 total enrolment in these 
schools will amount to 1,781,000 pupils. To 
accommodate this increase in enrolment, provincial 
grants to school boards which amounted to $181 million 
last year will more than double, reaching a total of 
$400 million by 1970. These figures do not take 
into account the cost of operating teachers’ colleges 
and other special services provided by the Province 
nor do they include our grants to universities, 
which will rise proportionately. A similar story 
can be told in the total cost of operating the Ontario 
Hospital Services Commission. In 1962 the direct 
cost to the Ontario Government was in the neighbour- 
hood of $52 million. In three years' time the cost 
to the Provincial Government alone is expected to be 
in excess of $100 million. These figures give some 
indication of the expanding total financial burden 
facing the Province in the coming years. | 


C «- The Need for More Adequate and Stable Revenue 
Sources 


42. The Government of this Province is te ale 
concerned about the strain that the anticipated 
expenditures on education and health will exercise 

on the finances of the Province and its municipalities 


We recognize the necessity of providing both for 


this increased investment in human capital and for 
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the growth of physical assets which will be required 
by an expanding economy,but, unless the Province and 
the municipalities are endowed with more adequate tax 
revenues, and tinless the financial system and monetary 
policy are adapted to meet the growing needs of the 
Province and the municipalities we may be unable to 
fully meet our responsibility in these vital fields 
of investment. The probable repercussions on employ= 


ment and economic growth are obvious. 


43, Total expenditures of provincial and municipal 
governments have increased in recent years much 

faster than Canada's gross national expenditure or 
expenditure of the Federal Government. Between 1949 
and 1961, the gross national expenditure in current 
dollars increased by 120 per cent, the total budgetary 
expenditure of the Federal Government rose by 162 per 
cent and the total budgetary expenditure of the 
Government of Ontario rose 218 per cent. The 
municipalities increased their expenditures at a 


rate corresponding to provincial expenditures. 


yy, In order to match these quite different rates 
of expansion and expenditure the taxes of the lower 
levels of government had to expand more than the 
Federal Government revenues. We are concerned that 
this pressure may have led to over-expansion of 
certain taxes while others are under-utilized. 

For example, between 1949 and 1960 Federal Government 
revenue from the personal income tax more than 


doubled, municipal revenue from the real property tax 
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more than tripled. 


45, The real property tax would have had to 
increase more than three times were it not for the 
very substantial increase in provincial aid to the 
municipalities: for instance, Ontario's 1962-63 
budget provides for aid to the Province's municipale 
ities, school boards and other local agencies of about 
$425 million, an amount equal to no less than 45 per 
eent of the Province's current revenues. This means 
that the burden of financing a large part of municipal 
expenditures has been shifted to provincial taxes, 

a fact which raises the same type of question we are 
discussing, namely, whether taxes under provincial 


jurisdiction have not been forced into overexpansion. 


HG, We are deeply concerned with the continuing 
autonomy and independence of the municipalities in 
this Province. The Government of Ontario has at all 
times pursued policies designed to strengthen the 
autonomy of the municipalities by giving them financia 
support rather than by taking over responsibilities 
that are historically and traditionally municipal 
functions. While some have argued that the Province 
should take over full responsibility for education, 

we believe that it is essential for the maintenance 

of viable local government that the municipalities 
play a fundamental part in the provision of education. 
It is our contention that active municipal govern= 


ments are essential to our democratic system. 
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1 NT. To deal with the question of tax revenues 
2 and responsibilities the Prime Minister of Ontario has 
3 announced that Ontario will appoint a Commission to 
4 undertake a full-scale investigation into the structure 
5 of provincial and municipal taxation. He has also 
6 repeatedly urged an early examination of the issue of 
7 taxation and allocation of tax revenue between the 
8 various levels of government through a Federal Royal 
9 Commission. Although we welcome the appointment of 
10 a Royal Commission on Taxation, it is our view that 
11 the terms of reference of this Commission are not 
12 broad enough. 
13 
48, It is clear that the problems of provincial 
a and municipal finance which we have outlined cali for 
: the most careful attention of your Commission. 
i Questions of availability and cost of credit to 
> provincial and municipal governments are closely 
A related to the nature, volume flexibility and other 
. features of their tax: revenues.’ . In’ view of® the 
2 importance of government revenues and expenditures, 
4 at all levels, in present-day Canada, reforms of 
a credit institutions, methods and policies must go 
4 hand in hand with a rational reorganization of our 
24 
fiscal structure. 
fie 
26 HO, Investment in material capital and expenditures 
27 on the creation of human capital give rise to differen 
28 problems. The call for, and flow of business invest= 
29 ment in structures, equipment and tavonteries is 


30 subject to extensive fluctuations over fairly short 
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periods. On the other hand, the very different nature 
of investment in human capital and in such physical 
assets as highways, water systems, and sewage disposal 
plants makes similar changes in investment policies 
over short periods totally inappropriate. While the 
decisions to undertake business investment depend 
largely on the prospects of changes in incomes and 
expenditures - elements which are subject to consider= 
able short-term fluctuations - investment in human 
capital and in such physical assets as government 
provides must vary largely with population changes 

and other long-term factors. For example, once a 
child enters the school system, the responsible 
governments must provide the physical facilities for 
him until he leaves the system. In contrast, a large 
proportion of Federal Piapeed anh expenditure can be 
expanded or contracted substantially in accordance 


with economic needs. 


S62 There are often.long delays intervening 
between the stages of realization, deliberation, 
decision blueprinting and execution of provincial 

and municipal expenditures. In some cases the 
approval of the taxpayers, or of a provincial 
administrative authority, such as the Ontario Municipa 
Board, must be obtained. This means that if we allow 
investment in human capital to be affected adversely 
by such disturbances as a decline in the rate of 
growth in revenues, a tight money policy, or inflation 


the effective recovery of these types of investment 
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may be difficult and slow. Therefore, such disturb- 
ances may have serious long-run consequences: investe- 
ment in human capital, and other social overhead 
facilities, undertaken by provincial and municipal 


governments may be disproportionately low. 


Pil o Since expenditures on heaith, education, and 
other social. capital must grow at a fairly steady rate. 
the provinces and. the municipalities must be able to 
rely on steadily growing revenues and a fairly stabie 
supply of outside finance. No doubt, the governments 
responsible for these expenditures should be able to 
do some shifting of financial resources between their 
various financial requirements as the need arises. 
However,,..it..1is:.often.very.difficult,.for, provineial 

and municipal governments to adjust their expenditures 
in this fashion. because so.much of their expenditures 
are inflexible and growing steadily: in 1960. about 

56 per cent of the current expenditure of all provin- 
cial governments and 40 per cent. of municipal current 
expenditure consisted of outlays on education, health 
and public welfare (excluding relief). . It is obvious 
that. a short-period decline in the rate of growth of 
total financial resources of these governments might 
require very drastic - weli-nigh impossible - restrice 
tions in. their other.,expenditures if these governments 
are to provide steadily growing outlays on social 

and human.capital. It might be noted also that, 
unlike large business firms, provincial and municipal 


governments do not have financial assets or other 
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resources to draw on when the need arises. We repeat 

that they must be able to depend on a steadily growing 


source of revenue and supply of loan capital. 


Ses The stable growth of the revenues of 
provincial and municipal governments depends heavily 
on circumstances beyond their control: on ane o 

in business activity, prices and incomes, which affect 
for instance the return of provincial taxes on 
corporation. profits and the real value of the various 
tax revenues. It is therefore necessary for us to 
emphasize the importance we attach to fiscal and 
monetary policies aimed at evening out fluctuations 
in employment, incomes and prices. In addition, we 
might suggest that your Commission should examine on 
the one hand the variability of the various public 
expenditures and its consequences, as they relate in 
the short run for instance to economic stability, 

and in the long run to economic development; and on 
the other hand it should consider the cyclical vari- 
ability of the various tax revenues. In recommending, 
then, adjustments in the distribution of tax revenue 
between the various levels of government you might 
take into consideration, among other factors, first 
the need of provincial and municipal governments for 
a cyclically stable and steadily growing tax revenue, 
and secondly, the desirability of leaving to the 
Federal Government those types of taxes whose revenue 
normally changes cyclically, and which are subject 


to easy manipulation in counter-cyclical policies. 
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BS We also wish to draw to your attention 
the great increase in the volume of provincial finance 
and the role which they now play in the Canadian 
economy. We recommend that machinery be devised for 
regular consultation between the Federal and Provine 
cial Governments on the state of the Canadian ecoriomy 
and the possibility of concerted Federal-Provincial 
anti=-cyclical policies. 


D .- The Effect of Monetary Policy on Investment in 
Human Capital oo 


BA, When revenues are insufficient provincial 

and municipal governments try me supplement their 
resources through borrowing. Unfortunately, changes 
in monetary and exchange rate policies have often 
caused considerable difficulties to these governments, 
Most a the investments in social capital, material 
and human, undertaken by these governments are of a 
long-term nature and cannot be turned off and on. 
Accordingly, these governments require loans amortiz- 
able over long periods. On such loans interest 
payments constitute a large part of the debt service, 
and the yearly amortization a relatively small one. 
Consequently, changes towards a policy of tight credit 
affect the aise of provincial and municipal 
governments and their investment projects considerably 
more than they affect the financing ne business invest 
ment. On the other hand, on account of business 
uncertainty, technical obsolescence and other factors 
a large part of industrial investment is amortized 


over relatively short periods, and the level of 
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interest rates is not as important a consideration, 

Another reason why changes in the availability and 

cost of funds tend to have a greater influence on the 

capital expenditures of provincial and municipal 

governments than of private business is that the 


proportion of capital expenditures which is financed 


by borrowing is usually larger in the case of these 


governments than in the case of most private businesses 


55) This is not place to consider in any detail 
the merits and disadvantages of our system and technig 
of credit control, or the pros and cons of selective 
control of credit. There is hardly any type of monetany 
policy that does not, in effect, discriminate against 
some sector of the economy. It is necessary, however, 
to convey our view that tightening ofveredity in’ the 
manner practised in Canada, has often had an unduly 
limited effect on those sectors of the economy, 
investment in inventories, purchases of consumer 
durables or land speculation etc., which might have 
been responsible for inflationary pressures. Changes 
in interest rates, may not affect decisions in these 
areas because interest costs respond too slowly to 
changes in open market rates of interest, changes in 
interest rates are a secondary consideration in 
decisions to borrow, or, because informal rationing 
of credit may not have been very effective. On the 
other hand, credit tightening has affected seriously 
sectors of the economy which were not among those 


responsible for sudden inflationary pressures, such 
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as government expenditure programs which are vitally 
important from the point of view of the desirable 

rate and pattern of the economic and social develop- 
ment of Canada. For the reasons indicated in the 
previous paragraph provincial and municipal governe 
ments have been hit hard by policies of credit restric 
tion; so has small business, as indicated in more 


detail later in our submission. 


56. The foregoing discussion has suggested that 
short-term changes in the supply of resources for 
financing investment in human, and other capital by 
provincial and municipal governments may have serious 
consequences. First, such changes are inconsistent 
with the requirements of investment in human and 
social capital, which by their very nature call for 
a smoothly rising flow of resources. Second, these 
expenditures tend £0 recover slowly and with difficulty, 
once they are reduced. We suggest that in formulating 
proposals for changes or reforms in the techniques 
and policies of monetary control your Commission 
should bear in mind the following considerations 
among others: | 
(a) the likely contribution of the various 
sectors of the economy to sudden inflationary 


or deflationary pressures; 


(vo) the speed and effectiveness with which the 
various sectors respond to changes in credit 
policy; special consideration should be given 


to the speed and effectiveness with which 
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expenditures in the various sectors are 
able to recover when a policy of tight 


money is relaxed; 


(c) the need, in pursuing policies of 
stabiliation of prices, employment and 

i ogee to avoid discouraging or otherwise 
unduly affecting the long-term prospects _ 
and development of those sectors of the 
economy which constitute the core and basis 


of any policy of growth. 


As we read the record, our long-term economic and 
social development has not infrequently been 
sacrificed to ill-conceived and ill-time stabilization 
measures. In view of the fundamental national 
importance of investment in social capital and of 
provincial and municipal finance, we hope that, in 
considering these matters and recommending goals and 
techniques of monetary policy, your Commission wiil 
see fit to single out and emphasize the peculiarities 
of provincial and municipal finance, and to advocate 
making the financial requirements of these governments 
an important guide post of monetary, exchange rate 

and other economic policies. Adequate consideration 
of the foregoing points may well call for policies 


and techniques of selective control of credit. 


1s We finally wish to convey our view that our 
monetary system and policy tend to discriminate 


against investments in social capital entrusted to 
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provincial and municipal governments, and in favour 
of public expenditures under federal jurisdiction. 
To say the least, the views of the Federal Government 
influence the Bank of Canada. In addition, the latter 
acts as the financial agent and debt manager for the 
Federal Government. It follows that the requirements 
and interests of the Federal Government are taken 
fully into consideration by the Bank when deciding 
on the timing, extent and pattern of changes in 
monetary policy. The needs of the lower levels:of 
government, in our opinion, do not receive analogous 
consideration. In view of the significance of the 
volume and nature of provincial and municipal expend= 
itures, and of the special problems teak credit to 
these aya eanekss presents for monetary and exchange 
rate policies, we recommend that provision be made 
poets the provincial governments to be represented on 
the Board of Directors of the Bank of Canada through 


a provincial nominee.. 
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PART IV 
THE FINANCING OF SMALL BUSINESS 
58. We turn now to problems of financing the 


private business sector. We shall concentrate on 
those problems relating to small business. It appears 
that larger businesses in the various areas of the 
private sector are, in the main, adequately serviced 
by existing financial institutions. During the 
preparation of material for this Submission we became 
convinced that this was not the case with smaller 
businesses - including firms and individuals engaged 


in manufacturing, mining, agriculture and the services 


A - The Importance of Small Business 

59. Most people would be surprised to learn of 
the number and extent of small businesses in this 
country. In Ontario only 50 per cent of our labour 
force finds employment in firms of fiteen or more 
employees. The other 50 per cent work in smaller 
firms or are self-employed. Of the more than 13,000 
manufacturing establishments in Ontario more than 
8,000 employ less than 15 workers. Regardless of 
which definition of small business is used (i.e. 
value of assets, gross profits, number of employees, 
gross sales, etc.), approximately 90 per cent of ail 


businesses in Canada are small. 


60. Another reason for emphasizing the problems 
of financing small business is the vital role that 
such business plays in a dynamic and expanding economy 


Economic growth is a composite process and while the 
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whole economy expands the relative importance of the 
various sectors of the economy changes. Development, 
therefore, hinges on the successive establishment and 
rapid. growth in each new period of new firms and 
industries. New businesses , usually associated with 
different Lecaltitiedend "new" men and families, 
succeed others whose paid of growth has slackened, 
in supporting Canada's rate of economic development. 
The new firms in the longer run carry the torch of 
growth; and while new firms need not be small,smalil 


firms account for a very important part of new 


businesses. 


61. In discussions relating to economic growth 
there has been an unfortunate tendency to overrate 
the role of organized ressarch by large corporations. 
It cannot be stated too emphatically that both the 
development of new ideas (new processes, new products 
and new markets) and their application have depended 
and will probably continue to depend to a large extent 
on the ingenuity and drive of the individual business 
owner. If the motives that energize his action are 
stultified through the lack of appropriate finance, 
or in any other way, his ingenuity and drive may he 
totally lost to the economy. The significance for 
Canada's economic growth of the "little man with an 


idea" cannot be overstressed. 


62. Private saving can be enhanced through an 
adequate supply of finance to people who will use 


it together with their own resources for starting or 
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expanding small businesses. Longer term credit serves 
to bring much closer the date of possible investment. 
People who would not consider saving for too distant 

a goal, will readily save in order to secure a "down- 
payment." Moreover, people are prepared to take 
considerable risks when they invest in their own small 
business and therefore the supply of risk capital 


is enhanced. 


63. In many cases small towns and villages can 
support only small local firms. Accordingly, the 
decentralization of our economy is closely related 

to the survival and progress of small business. 

Canada would be very fortunate if she were spared 

some of the economic and social costs of overcongestio 
and overindustrialization of a few metropolitan centre 


at the expense of the rest of the country. 


64, In larger urban areas there are many indispens 
able industries and services which are not suited to 
big business organization and can be performed 
adequately only by small business. On the basis of 
our present knowledge of techniques and management 
this seems to be true about many personal services, 
a variety of tourist and entertainment services and 
the professions. Finally, small businesses often 
constitute a valuable complement to big businesses, 


supplementing big businesses “at. the edges." 


65. In addition to the economic advantages out- 


lined above, small business presents important social 
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and political advantages for this country. Small 


business helps to endow life with that variety which 


is associated with the production of goods and service: 
tailored to individual tastes. Above all, the 
survival and progress of small private businesses 
provides one of the strongest contributions to 
individualism, non-conformity, personal freedom and 
our system of free enterprise, We cannot imagine a 
better defence of the social fabric and pattern of 
life which we so highly treasure than the encouragement 


of individual ingenuity and drive. 


B = The Problems Facing Small Businesses 
66. It is our understanding that the staff of the 


Royal Commission on Banking and Finance is undertakin 
a study of the problems of financing small business, 
We are sure that their findings will prove to be 
extremely useful in providing knowledge on the source 
methods, and policies of finance of such firms. At 
the present time, published material on these matters 
relating to the Canadian situation is inadequate, 
That small business has special problems is evidenced 
by the fact that the Federal Government has passed 
legislation such as the Small Businesses Loans Act, 
the Farm Credit Act and the Industrial Development 
Bank Act. In the private sector new institutions 


such as RoyNat have moved into this field. 


GY é In our view, special consideration of the 
problem of medium and long-term finance of small 


business is required, With the introduction of 
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progressive income taxes it has become increasingly 
difficult to finance small concerns through self- 
finance or by raising capital privately. In recent 
decades advertising campaigns and "education" have 
turned investors to life insurance, blue chip stocks, 
government bonds and the like. Saving has increasingl 
been institutionalized in Canada. The chartered banks 
are primarily short-term lenders and are therefore 

not a significant source of medium or long-term capita 


for small firms. 


68. The financial foundation of small firms is 
normally less secure than large firms. . Their 
production tends to be less diversified and their 
earnings generally are less stable. Because they 

are often new in the field they are usually short of 
expertise and lack experience. Furthermore, the 
management of unincorporated firms is tied to 
particular individuals and their heirs. Hence the 
continuity of suitable leadership is quite uncertain, 
All these factors give rise to doubts in the lender's 
mind about the ability of a small firm to meet its 
financial Sa asec the future and therefore 


weakens its prospects of getting finance today. 


69. Because of its newness or its smaliness, the 
smaller firm may not have demonstrated its credite- 
worthiness. If it is a new firm it may lack even 

a good record of management and earnings. Under thes 
circumstances the lender wants to be doubly sure 


about the prospects for recovery of funds loaned. 
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This calls for a more elaborate investigation which 


raises the cost of borrowing. 


10% Finally, the small firm often lacks the 
knowledge required for choosing the best sources and 
methods of finance, and it may well lack the skill 
and experience required (financial, economic, mana- 
gerial and legal) for assessing its credit requirementis 
and presenting its case. Quite often, as noted in 
Part II of this Submission, it is this difficulty 
rather than any objective lack of creditworthiness 
that is the main problem facing small business. The 
lending institution has to convince itself rather 
than let itself be convinced about the prospective 
borrower's needs, the adequacy of the security 
offered and the prospects of repayment. For these 
and other reasons there seems to: be a limited amount 
of credit available to small firms for medium and 


long-term finance. 


Ths In this situation, the Government of Ontario 
feels that the provision of expert advice would make 
an important contribution to the solution of the 
financial problems of many small fiahod’ It would 
contribute, among other things, to a reduction in 
the high cost of investigation of the financial 
position of such firms and of public floatation of 
their issues. The Government of Ontario is planning 
to establish, within the Department of Economics 

and Development, a division whose function will be 


to give expert advice on these matters. We are 
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convinced that such a program would go far in solving 
many of the problems involved in the financing of 


small firms. 


C Medium and Long-Term Financing 
ten The problem of supplying small business with 


an adequate volume of longer-term credit and equity 
capital is neither unknown, nor new. At least for 
the last three decades it has been clearly recognized 
and has begged for a solution. Since the end of the 
War measures have been adopted in several advanced 
countries to cope with the problem, However, as 
explained more fully later, in this country the 
measures taken have been patently inadequate. As 

we read the record, there has not been much difficulty 
in understanding the existence and nature of the 
problem which faces small business. The reason for 
the inadequacy of the solutions adopted lies rather 
in the inability of a continent mace ieteta bigness, 
longness and tallness to recognize and appreciate 
sufficiently the tremendous importance of small 
business. Indeed, the immense contribution of small 
business in terms of employment, incomes, taxes and 
investment to our economy is neither well known nor 


understood. 


te In an effort to cope with the problem of 
longer-term finance of small business, almost two 
decades ago the Federal Government established the 
Industrial Development Bank as a subsidiary of the 


Bank of Canada. The declared purpose of the new 
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Bank was to give "particular consideration to the 
finaneing problems of small enterprises." However, 
even allowing for the substantial expansion of the 
Bank's operation since 1961 and the welcome announce= 
ment in the Federal Speech from the Throne that we can 
expect a further expansion of its activities this 
coming year, it would be difficult for it to claim 
that. it has more than scratched.the surface. On the 
average of seventeen years, from November 1, i944 
to September 30, 1961, it extended loans totalling 
less than $22 million a year. This is a paltry sum 
in proportion to Canada's Tocca and capital invest- 
ment: it is equal to a little over one-half of one 
per cent of Canada's average yearly private investment 
in new non-residential construction and machinery 
and equipment, in the period 1945-1960. Nor can 
the Bank claim that its credit operations were 
conservative initially, but picked up steam later: 
the corresponding percentage in the period 1956-1960 
was exactly the same. While in the years 1959 and 
1960 the Bank lent in the Province of Manitoba $3.96 
million, the Manitoba Development Fund (a provincial 
development credit institution) found it necessary 
to lend in a little more than two years after its 
establishment (from December 15, 1958 to March 31, 
1961) an additional $4.54 million. In short, it 


simply didn't meet the need in Manitoba. 


TH. It is not clear whether the reason for the 


meagre scale of operations of the Industrial 
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1 Development Bank. At the present time it is difficult 
2 to know whether the I.D.B. is designed primarily to 
3 assist small business, to promote regional develop~ 
4 ment or to advance industrial development in the iless 
5 wealthy provinces. While each of these activities 
6 are commendable in themselves, it would help to clear 
7 the air if the Industrial Development Bank's purposes 
8 were spelled out clearly in the appropriate legis= 
9 lation. 
10 

Fos The problems discussed in these pages have 
2 concerned this Government for some time. in view 
e of the character of the Industrial Development Bank = 

a federal institution and a subsidiary of the Bank of 
. Canada =- we cannot be sanguine about the likelihood 
c of its adopting. a much more active policy. In seven 
of Ontario's sister provinces the Provincial 
Governments, either directly or through special 
: lending agencies or Development Funds, supply or 
; help in the provision of medium-term or idnge<term 
‘i finance to small business. Accordingly, the Govern= 
3 ment of Ontario has the issue of the creation of a 
= development fund under active consideration in both 
theDepartment of Economics and Development and the 
“ Ontario Economic Council. The aim of an Ontario 
- fund would be to supplement existing financial 
- institutions in the field of industrial development 
i and economic decentralization. As yet, a final 
: decision on this fund has not been made. 
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D Short-Term Financing 
kc We now turn to another problem that seems to 


trouble small business. It appears that in periods 
of monetary restriction the short-term financing of 
small firms is affected more than the financing of 
larger ones. As indicated later, this is not - as 


it might seem to be =~ merely a problem of short-term 


finance; the ability of small firms to attract longer- 
term finance, and hence also their very prospects of 


existence and growth, may also be affected. 


75s Because of the nature of the problem, evidence 
that general credit controls have tended to affect 
small business more than large firms is difficult to 
come by and interpret. However, there are obvious 
reasons why in a period of tight money the short- 
term finance of small business is likely to be 
affected more. Firstly, the dependence on bank 
credit for short-term finance is greater in ‘the case 
of small business. Hence, even a proportional 
restriction of bank credit to all business would 

hurt the small firms more. Secondly, it would appear 
that in periods of credit restriction bank credit to 
small business is restricted proportionately more 
than credit to larger firms. We wish to expand 


briefly on these points. 


Vicor Fragmentary evidence relating to the United 
States points to a relatively greater dependence 
of small businessvon.bank”eredit: firstly, because, 


small businesses normally depend more than large firm: 
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on external sources of short-term finance; and 
secondly, because among the external sources of 
short-term finance bank credit is more important for 
small firms. Established large firms can meet a good 
part of their needs for short-term finance out of 
retained earnings or through the greater possibility 
which they have of shifting financial resources 
between their longer-term and short-term financial 
requirements. Also, such firms have access to the 
open market, both for short-term funds and for longer- 
et a which may be used for purposes of short- 


term financing. 


80. For, reasons analogous to those outlined 
earlier in relation to longer-term credit, bank 
loans to small business as a rule entail more risks 
than loans to larger firms; also, the expenses of 
investigating, supervising and administering the 
former loans are greater. Normally then banks 

have to charge higher rates of interest on the former 
loans. Now in periods of credit restriction rates 

of interest tend to rise. However, for reasons which 
seem to us beeen ean and contain little economic 

or legal justification, there is in Canada a ceiling 
on interest rates charged by banking institutions. 
Since the interest charged on credit to smali 
business cannot in periods of tight money exceed 

the legal ceiling, the differential between the 
interest rates charged on loans to small and large 


firms tends to narrow, and, in this manner, loans to 
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small business become relatively less attractive to 
the banks. Because, among other reasons, of the 
existence of a wiktatns on interest rates, banks 
restrict credit in periods of tight money through 
denying loans, or parts thereof, to applicants who 
are prepared to pay the going price. And it is only 


too natural that they should deny credit. more where 


the: price for it has risen less, namely to small firms). 


G1. Another reason why tight money affects smail 
Hactosen aste than large firms is that when credit 
must be rationed, other things being equal, banks 

are likely eee preference for the Larger firms, 
which are probably their older , better and more 
promising clients. The larger firms also enjoy 
another advantage: open-market credit, to which they 
(though generally not the small firms) have recourse, 


tends to’ be restricted less quickly and drastically. 


82. The banks may claim that overall credit 
tightening does not affect small business any more 
than it affects large firms - thet, when credit is 
restricted, the restriction is distributed among 
large and small firms in proportion wu the volume of 
eredit they have been receiving. Of course = the 
banks would point out = the number of small businesses 
affected will perforce be much larger than the number 
of large ones, and this might be interpreted as 
discrimination against small business; also, the 

mere weight of sEeE dee ee small firms affected might 


impress public opinion unfavourably. The banks may 
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add that the short-term finance of small firms may 
well be affected more unfavourably for the simple 
reason noted earlier, that these firms generally 
depend on bank credit for short-term finance more 
than large firms do - which is no fault of the banks. 


However, it would be difficult to accept the above 


arguments as being the complete seomys AS long as 
there is a relatively low effective ceiling on interest 
rates and as long as banks are institutions doiiegries 
with present and future profits our earlier argument 
is bound to be valid: in periods of tight money 

bank credit és small business is bound to be affected 


more than credit to larger firms. 


83. We have considered carefully the purpose 
and consequences of the seadine on interest rates 
charged by banks. We find little economic or legal 
justification for it at present, and we recommend 
that it be raised. Further, we ask your Commission 
to give special consideration to this probiem of 
short-term changes in the supply of short-term 
credit to small business. The considerations 
suggested with reference to changes in the supply of 
capital to provincial and municipal governments are 
relevant here also. Smail business has not usually 
been one of the main contributors to sudden inflation 
ary pressures, while on the other hand the develop= 
ment and success of such business is exceedingly 
important for our economic and social development. 


It may be necessary to provide for policies and 
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techniques of selective control of credit. At 
ihe ke eee: businesses are forced over short 
periods to make more drastic adjustments in their 
operations than large enterprises. But excessive 
unevenness in the operations of small firms over 
short periods tends to knock them off balance, reduces 
their attractiveness to longer-term capital, and 
compromises their business prospects and growth 


potential. 
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| PART V 
CONSUMER CREDIT 
84... Consumer credit has in the post-war period 


become an increasingly important part of the Canadian 
way of life. People used to the vast array of credit 
facilities open to them in the purchase of homes, 
durable goods, entertainment and services find it hard 
to believe that the extensive use of consumer credit 
is to a large extent a North American phenomenon. 

We have come to accept the purchase of goods and 
services through the use of time payment plans, 
borrowing of funds, credit cards and other devices as 
essential in our daily lives. To many people credit 
is simply a convenience as opposed to a means of 
meeting emergencies, consolidating debts or bringing 
purchases forward. More than anything else, it is 
probably the ease with which people can obtain credit 
financing and the multiplicity of methods open to them 


that leads to confusion and abuse. 


85. One of the key problems which embraces the 
entire field of consumer credit in Canada is the 
inability of the individual borrower to determine 
easily the cost of the credit he is receiving. If 

the price. system is to succeed in efficiently 
allocating the financial resources of the economy, 

it is essential that the consumer be able to ascertain 
the full cost of his credit and be able to compare 
readily the total lending charges of the various 


financial institutions. In many situations today, 
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finaneing arrangements are part oe a "package deal" 
and it is difficult to separate financing costs from 
the actual cost of the good being purchased. In the 
field of automobile financing, for example, the price 
of the car is generally lumped with the financing and 
other charges. The purchaser makes an agreement with 
the firm which involves the price of the automobile, 
the financing charges, automobile insurance and a 
number of other miscellaneous charges. This type of 
financing arrangement which is practised generally in 
the retail goods market, makes it virtually impossibie 
for the average consumer to ascertain the actual cost 
of his using credit, and eliminates the possibility 


of his being able to compare readily the financing 


charges of different companies. 


86. Moreover, there is little attempt made by 

the financial institutions to give the consumer a 
clear idea of the cost of his borrowing. The interest 
charges of the small loans companies and the chartered 
banks are. lumped together with the regular repayments 
of etna ind. and while the total interest and service 
charges on a particular loan are usually stated in the 
agreement, the effective rate of interest is rarely 


mentioned. 


Sy It is our belief that if the effective rate 

of interest on the loans of all financial intermediari¢s 
providing credit to the consumer are displayed clearly 
in their literature and their contracts, the consumer 


will be more readily able to compare the costs of 


J S. a ae 
| ee. M 


a uri’. ae od 
i . 
mort ateoo gitonentl stetsqee od SLyollitb at tt bas Ty i, 
on 7 
_ re me ee 
| oft at -beesdoisg aated boog edt to daoo Isutos silt in es 


eoina oft .slqmsxs 10% .patonsmtt siidomotus to biekt 
bas antonsatt ond ddiw beqmul yifsientss af tso sdt ‘to We 


atin dnemeeras ms assem isesdousg oft .eogisdo tonto te 


plidomodue end to ssitq odd esviovmt dotdw mrk toad Wy 
’ gs bas corervent olidomotys  ~eoagrsdo artonsak? srit B : 
to sqyd eid? .saeetsado evosnsifeoaim tentoe To redmun fe "e 
at wilexestes beattiostgq af dotriw dnemeagnsiis sotonsatt jo | 
| eafdkesogmt vilsudariv th aextam .texlusm eboog [iete 1 end jn 
teoo Leutos eft atsdiscas of ‘temvenco: epstrevs: sad 107 ist 
ywilidtaroq sid setsnimiie bas .dibeto antes etd to ® 
srntonsrbh? ond vitbset stsqmos of sids unted aid To Met 
- SS LMeqmoo gMetstTEb to egearsdo é! 
‘2 is that 
vd ehan tqmodss eltstt eon si1sds <t9vootoN 08 7 
& Temvanoo edz wets od envideghiaialee tng tstonent? odd : 
| deeredint adit wiatnaewee ald 40 bene esld +0 abt agelo ‘- 
| beretredo odd brs ibsnaiesennkt Ciena odd ‘to eanars in 
stnemyeqet isisge: erid ddiw redvegod bsqmrl sis axnsd | By 
sotvise bis teotetnt Istod eds elinw has ,faqioniad to vi 
edt mab bedete vitsuem ers asol taivolirsq s no eestsrio iz 
Yferst ef SFaestetat to ots evitostie sd ,cnemssxras Ws 
aS 
bernottijnem ) 
| a 
nade orzo ei edt it tect totfed 10 at 3 | _ £78 as 


5 r 


bixetbemred fe [stonsatt Ife yo anual hapa mo ape nishans 0 


‘| vlaseto povsiqatb ats rempertoo _ odd og Eber aatbivorg 
f * f DSerL 

LenityaAo9 orid .aveetae atedd see simtncatee atedt mt 
f -oTias mcr ££ a 

+0 wine ort exsqinos od efds yilbset hata ed [L 


7 “Sn an 


~ 9 
ag nIGl.« 


Nethercut & Young 
A. 60 


Toronto, Ontario 


borrowing. We, therefore, suggest that the Commission 
give careful consideration to the methods by which a 
degree of uniformity might be injected into the credit 
agreements of the various financial institutions. 

Of course, the most desirable measure would be to 
require all the intermediaries supplying credit to the 
consumer to state in the contract the effective rate 
of interest on their loans. We understand, however, 
that even in the more simple cases of credit granted 
independently of other charges or stipulations it 

may often be impossible to state unequivocally the 
effective rate of interest, or it may require math- 
ematical competence of a degree unusual in business. 
surely for such cases it should be possible to devise 
a fairly simple and uniform basis of expressing 
interest charges, even though this may involve stating 
@ range rather than a singie percentage. We urge 
that it be made compulsory for all institutions 
extending consumer credit to declare the effective 
rates or range of rates of interest which they charge 
on such a comparable basis. It may not matter 
particularly if the consumer does not know the exact 
rate of interest which he is paying, but it would 
help him a great deal if he were enabied to compare 


and decide where he can get credit most cheaply. 


88. At the present time additional legislative 
controls over the financial intermediaries would not 
appear to be advisable. While it is necessary to 


enable the consumer to compare easily the cost of 
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borrowing funds from different sources, it is undesir- 
able to impose restrictions that would hinder the 


flexible operation of the capital market. 


89, There is one problem related to the operations 
of small loans companies that we believe should be 
brought to the attention of the Commission. The 
statistical evidence of recent years shows that small 
loans companies have been reluctant to grant loans in 
the range of $1,000 to $1,500. The companies argue 
that it costs them more to borrow the necessary funds 
in the capital market than the interest rate ceiling 
will permit them to charge on loans in this range. 
Thus, the pattern has been for the small loan 
companies to have a large number of loans under $1,000, 
to discourage loans between $1,000 and $1,500 and to 
encourage loans in excess of $1,500. We recommend 
that an appropriate amendment be made to the Small 


Loans Act. 


90. As indicated earlier, we believe that the 
ceiling on interest rates charged by banking institu- 
tions should be raised by an amendment of Section 91 
of the Bank Act. It is an unnecessary rigidity impose 
upon the capital market. In periods of tight money, 
when the liquidity position of the banks is low, the 
interest rate ceiling does not permit the price system 
to ration the available capital. In our opinion, the 
argument that the chartered banks are in a monopoly 
position in many areas of the country and that a 


ceiling is required, has been virtually destroyed in 
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recent years by the rapid growth of other financial 
intermediaries. Finally, it may at times result in 
the banks offering a lower rate of interest on 
savings cep tniee than they might have to in order 


to encourage saving. 
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PART VI 


THE FINANCING OF EXPORTS 
A The Importance of Exports to Economic Growth 
91. Foreign trade has been very important in the 
economic growth of Canada. Indeed, it may be stated 
without hesitation that the fundamental stimulus to 
the development of the Canadian economy in its great 
periods of forward thrust was provided by the growth 
of foreign demand for Canadian products. At various 
times this was due to changes in incomes and expendi- 
ture patterns abroad, changes in supply conditions 
of competing producers, or changes in the means and 
possibilities of international transportation. Clearly, 
were it not for the tremendous opportunities provided 
by foreign trade, Canada might have ranked among the 
less developed countries. While such has been the 
importance of foreign trade in the past, the question 
of practical interest is the role that foreign trade 


might\be expected to play in the future. 


aD, In some earlier periods of our history, for 
instance in the late nineteen-twenties, exports of 
goods accounted for not much less than a quarter of 
our gross national product, and exports of goods and 
ada for almost three tenths. Recently the 
relative importance of foreign trade has been 
substantially smaller, and on the average of the 

last five years exports of goods have accounted for 
less than one-sixth of our gross national product, and 


and of goods and services for almost one-fifth. 
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1 This difference has been interpreted rather lightly 
2 as indicating that as a country develops and bts 
3 income per capita rises, the ratio of trade to income 
4 must fall. We cannot agree with this view. On the 
5 contrary, we would like to emphasize strongly our 
6 conviction that acceleration of our rate of economic 
7 progress will depend heavily on, and must be accompanidd 
8 by;.a. considerable increase in our foreign trade, 
9 absolutely and as a percentage of our national income. 
10 While domestic investment constitutes a larger percent 
11 age of our gross national product than exports, we 
12 must remember that much of this investment is export- 
13 induced and export-financed, directly and indirectiy, 
14 and hence it too depends on the changing fortunes of 
15 our exports. 
16 
93. It is not, of course, our purpose to discuss 
- the gamut of foreign trade problems that have develope 
. since the Second World War. However, we should like 
y to emphasize the role of finance in any national effort 
_ to Matic and expand our position as a great trading 
. nation in a world in which trade patterns are changing 
. rapidly. Trade we must, and the effectiveness and 
1s expediency with which our financial system can support 
- and promote our efforts to export must be an important 
yardstick by which we shall measure its adequacy today 
se tomorrow and ts a long time to come. 
27 
28 B Changes in the Demand for Export Credit 
29 94, | Generally, it appears that in the past our 


30 financial institutions and methods of finance, 
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1 developed along lines traditional in the Western World, 
2 managed to finance our trading activities quite 
3 adequately. The great credit which is due to the 
4 smooth development and functioning of this part of 
5 our economic and financial mechanism and to its role 
6 in Canada's economic progress is sometimes forgotten. 
7 Wheels that turn well are taken for granted. iIn any 
8 event, conditions are changing and tradition soon 
9 turns to being an impediment to progress. There are 
10 now some doubts as to whether in recent years our 
11 institutions and methods of finance have measured up 
12 to the export challenge = whether they have been fully 
13 able and prepared to support greater aggressiveness in 
14 a field so vital for the Canadian economy. Certainly, 
15 er eel the present progress of our economy nor our 
16 balance of trade and payments problems allow complacency 
17 in this matter. Competition in international trade 
18 is becoming increasingly complicated and fierce, and 
19 in the development of this new trading worid there 
20 are a few changes that we should like to draw to the 
21 attention of your Commission. 
22. 
95% For a long period in the past the credit 
3 required for financing international trade was of 
. short term. When developing countries decided to 
i construct transportation systems, “public utilities, 
of power stations or other capital projects and found that 
their domestic capital resources were inadequate for 
x the purpose, they would first try to secure inter- 
29 


national loans of a long-term nature, and then use the 
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proceeds to finance the capital projects. In sum, it 
was international investment, not commercial credit, 
that provided the longer-term capital which was used 
to finance on a longer term imports of capital or 
consumer goods related directly or indirectly to 


development projects. 


96. Since the end of the war this two-part 
operation, of imports of capital in the first place, 
and goods in: the second, has tended to merge. The 
effort to accelerate economic development has become 
universal. Both advanced and less developed countries 
have planned large schemes of economic development and 
are anxious to undertake large investment projects in 
transportation, public utilities, industry and 
agriculture. Import requirements are expanding, and 
the share of capital goods, construction work and 
engineering projects in the total imports of many 
countries has tended to increase. But, while the effort 
to develop and the need for imports has thus expanded 
greatly, the international flow of long-term capital 
is, by almost: any conceivable standard, insufficient. 
As a consequence, governments and private business in 
importing countries turn to the exporters of the goods 
and services required to request that they, directly 

or with the assistance of the government of the 
exporting country, arrange to conaren the credit needed 
It is pointed out, of course, that the term of credit 
should stand in some relation to the earning capacity 


of the project to be established and the period over 


which the capital cost of the project is amortized. 
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This period is often quite long; for instance, in the 
case of power stations and grids, steel mills or surveys 
of natural resources, it may run up to twenty-five years 


or more. 


97. Briefly then, commercial loans, "tied" to the 
imports of materials, equipment, engineering and other 
services, and consumer goods from the i ancd thos country, 
tend progressively to replace the "untied" international 
loans of older periods. (Since such tied loans are 
fully respectable, and since they present many 
advantages for the employment, income and exchange 
earnings of the creditor country, private interests and 
government are likely to concentrate more on them and 
to be correspondingly less anxious to revive and expand 
portfolio investment abroad of the old vintage). 
Compared then to the past, export credit generally 
tends to be of a longer term, including a considerable 
amount of medium-term credit of one to five years, 

and long-term credit reaching fifteen to twenty years 
or more. ‘The length of term of export credit has: been 
added to price, quality, and conditions and date of 
delivery of the goods as an important feature in the 


competition for export markets, 


98. Another important change in finance of inter- 
national trade is that, partly on account of the 
general lengthening of the term of commercial credit, 
deseribed previously, and partly on account of changes 
in economic, political and social conditions in the 


world, foreign trade credit is generaily more risky 
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than it has been in the past. First, the usual 
commercial risks, such as the possibility of insolvenc 
or default on the part of the importer, become greater 
the longer the credit period. Secondly, creditors 
and exporters are faced with the possibility of 
political changes, including war or rebellion, 
currency inconvertibility or non-transferability, 
changes in exchange or import regulations, changes 
in exchange rates against which hedging in the 
forward market may be almost impossible, expropriation 
or confiscation of private property, and other similar 
risks, all of them much more serious than before the 
war, These contingencies would have been less disturb 
ing if trade credit were extended for traditionally 


short periods. 


99.6 A third important change with which this and 
other exporting nations have to contend is the 
emergence and economic ouiienten of communist regimes. 
Since one-third of the world's population lives under 
such governments, the possibilities and advantages of 
trade with these countries cannot be ignored = nor can 
we forego our hopes of using trade and other economic 
and cultural intercourse for advancing world under- 
standing and peace. However, the extension of 
commercial credit to sovereign governments presents 
new problems of a substantially different nature than 
traditional trade credit. When foreign trade is fully 
a state enterprise, and economic means are used for 
furtherance of political ends, commercial risks, as 


usually understood, tend to disappear and are replaced 
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by political risks. 


C - The Role of Government in Supplying 


Export Credit 
100. The foregoing changes, and others perhaps 
equally important, have called to question the adequac 
of traditional institutions and methods of financing 
foreign trade. The problems raised are not entirely 
new, but they still are, and for a long time will be, 
in the process of being solved. Institutional changes 
in finance and banking played a very significant role 
in the nineteenth century, and are likely to do so 
again in the economic and commercial revolutions of 
the present: and the future. In this and other 
countries private interests have taken some steps to 
deal with the new problem of financing export trade. 
But their action has been timid, and understandably 
so: for if for a number of obvious reasons private 
capital is averse to going overseas, why should it 

go in the form of export credit, which, because of the 
lengthening of the term of credit, is in effect 
foreign investment tied to the export of Canada: goods? 
The tying of credit presents advantages to the 
capital-exporting nations, but not necessarily to its 


private investors. 


1015 in several countries government has considere 
it necessary to enter the field of export finance 
rather actively: to provide guarantees of export 
credit and direct facilities for bonakt eredit of a 
longer term. Only thus was it deemed possible for 


these countries to lengthen credit terms; to insure 
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against risks which are privately uninsurable because 
of the lack of previous experience with a large number 
of cases, which might have provided the required 
actuarial background; and to extend credit to sovereign 
communist and other governments. In the end, govern= 
ments expect direct benefits in exports, income, 
employment and foreign exchange earnings. This 
expansion of government activity in the field of 

export finance is another one of the important changes 


which we must draw to the attention of your Commission 


102. Some people claim that this government activity 
tends to create as many problems as it may solve, The’ 
feel that export credit is the preserve of private 
enterprise = that our export trade has been, and can 
be, well looked after by our private financial 
institutions. They claim that government inroads into 
the field of export finance are undesirable - that 
government should encourage but not subsidize exports, 
and should influence but not regulate foreign trade. 
No doubt, in this spirit your Commission might be 

able to recommend further ways in which private credit 
institutions. may pool risks, lengthen terms of credit 
and provide for the extension of credit to communist 
and other governments. You may even consider various 
inducements that the Canadian Government may offer 

in order to promote the new types of export credit 
required. But, unless your Commission is fully 
convinced that by such policies and changes we shail 


be fully able and prepared effectively to face the 
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new and increasing competition in international trade, 
it will have to go further, to explain clearly and 
emphasize the weighty problem confronting us and to 


present supplementary or alternative solutions. 


163. As indicated earlier, we should try to increas 
the importance of exports in our gross national preduct 
in diaer we sustain a vigorous economic growth in this 
country. Our export problem is not so much how to 
maintain our traditional exports of primary commodities, 
but rather how to expand our exports of manufactures, 
which would both make good any shrinkage in traditiona! 
exports and provide the growing points of our export 
trade. Such shifts are the essence of economic 
progress and change. This distinction between main- 
taining our exports and providing for the growth of 
exports is significant. In the case of primary 
exports, credit of the traditional variety is still 
largely adequate for the purpose; and there should 

not be much difficulty in competing with other primary 
exporting countries with respect to terms of credit 
offered - though such exports too, if directed to 
communist countries, may present a few problems. 
However, for the growth of our exports we shall depend 
on exporting manufactures, engineering projects and 
the like. These are fields in which . longer-term 
credit will be required in competition with the 
countries of Western Europe and the United States, 
countries which are proving increasingly aggressive 


in terms of-export credit and export credit guarantee. 
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Terente, Ontario 
Canadian industry and technology have advanced to the 
stage where they can supply a considerable variety of 
these eriadacnxhien Siiliaaantasiese and it is eminently 
danitepie that we take full advantage of foreign 
markets. These are fields in which we must get a foot 
in: the door: in tie case of many development projects 
importing countries come to depend on the original 
supplier for spare parts and replacements, and even 


equipment in allied uses, 


104. There is little Pomenigiste our mind that eae 
eredit is developing into a powerful weapon of export 
promotion, and that the importance of this kind of 
"tied" international loan will rise in the future. 
Some people may think it undesirable to see the full 
power, economic and political, of government closely 
involved in the export drive of a country. But. if 
this happens in other countries and our private oredit 
institutions are unable to meet the challenge, Canada, 
dependent as she is on foreign trade, has no alter- 
native ai follow suit - indeed, to try to lead in 
the game. It is quite possible that we are being 
forced into a race of exporting by lending. Over 

the last three or four decades retail business in 

this and other countries has pushed itself into a 
position in which its domestic sales, especially of 
consumer durables, depend heavily on the supply of 
eager e eredit. Perhaps this phenomenon is now 
being duplicated on somewhat different terms in the 


international field. Seeing the significance of 
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exports for Canadian employment, incomes and the 
balance of trade and payments, we can ill afford to 
treat such a development lightly or to be content 


with half measures. 


105. We should like to close these comments 

with a plea to your Commission to approach the 
problem of export credit in the right spirit, of 
aggressive competition. Superficial comparisons and 
facile conclusions have often been drawn to the effect 
that exporters in this country enjoy just about as 
good terms of export credit and insurance as their 
opposite numbers abroad. We cannot remain content 
with such platitudes. The question is how we can 
give the Canadian exporter better terms, that will 
assist him in capturing new markets. This is the 


sine qua non of vigorous progress. 


106. It has been suggested that at times the 
volume of individual export business is too smail 

to interest our banks, and that this is particularly 
true in the case of medium-term credit of one to 

five years. Individual export orders for light indus- 
trial equipment amounting to less than $100,000 have 
been mentioned. The difficulty of arranging for 

such credit may be especially great when the exporter 
is a firm of small or medium size. We hope that your 


Commission will look into this matter also. 


LOFTS The Government of Ontario is very anxious to 


draw the attention of your Commission to another, 
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related, avenue of promoting Canadian employment and 
growth, while at the same time contributing to the 
solution of our balance of payments problem. The 
Canadian market for a large variety of industrial 
products has grown very significantly in recent years. 
Our population is in the process of passing the 
watershed mark of 10-20 million, and our income per 
head has grown very substantially. The Government 
of this Province is impressed by the very considerabie 
possibilities which, it believes, exist in this countr 
for producing a great variety of manufactured and semi 
manufactured products which are now being imported. 
We are placing’ great emphasis on this matter, and we 
intend to help vigorously in the exploration of every 
possibility of import substitution, and to support 
individual efforts in this field by every means at 
our dispesal. While the. problems facing our 
manufacturers may be questions of information, knowledge, 
technical competence and the iike, we believe that 
special arrangements for credit and guarantee facilities 
serving this particular purpose would be heipful. 
In view of the manifold importance of this issue we 


— 


urge your Commission to give it careful consideration. 


D - The Effect of Monetary Policy on Export Credit 


108, There are also certain problems of short-~ 
term changes in credit conditions and trade credit 
requirements to which we should like to draw your 


attention. 


109, When overall credit is tightened in this 
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country there is no guarantee that the requirements of 
our export trade are taken care of. One might argue 
that if credit is being restricted as part of an anti- 
inflationary policy in a fully employed economy, credit 
to exporters may well, or rather should, aiso be 
tightened. But if the extension of credit abroad, 
particularly of a longer term, is becoming as 
important a iever as it seems to be, restriction of 
credit over the short period may result in irreparable 
loss of hard-won export markets. Moreover, it seems 
that ie lessons of the early nineteen-thirties are 
still to be learned, that credit may have to be 
tightened in periods of substantial unemployment for 
balance of payments reasons. At such times it is 
necessary to make sure that overall credit restriction 
does not affect export credit, particularly of a 
longer term. if it does, it may not only entail 
losses of export markets, but it may also tend to 
aggravate the unemployment and balance of trade 
abi earn We are implying that in the case of many 
types of exports the availability and terms of 
eredit may be a more important and immediately effective 
consideration in rn nd markets than the decline in 
export prices which the tightening of overall credit 
might bring about. (Of course, credit restriction 
is expected also to reduce imports). That restriction 
of credit may have such an adverse effect on exports 
may be a rather novel contingency. But we may run 
into foul weather if we delay in recognizing it. 


Clearly, this is another argument in favour of 
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selective control of credit. 
110, Problems of financing exports may become even 


more acute in times of widespread recession. At such 
times it would be inconceivable to expect our banks 
or other credit institutions to extend the term of 
eredit - indeed they are likely to do the opposite. 
Yet, the more prices and exchange rates become 
inflexible in many exporting countries, the more 
reliance is likely to be placed for competing abroad 
during such difficult times on expansion of export 
eredit, on foreign loans tied to exports. Ina new 
type of beggar-my-neighbour game we may be forced into 
a eredit competition in order to support our employ-= 
ment, incomes and foreign exchange earnings. Our 
export credit facilities and provisions for export 
eredit guarantees will have to be flexible enough to 
meet the chalienge. We trust that ae making its 

a ieackast seas your Commission will emphasize this 
very significant contingency and make relevant 
recommendations. More generally, Flexibility in 
export finance to adjust to new requirements and trade 
alignments will serve us in good stand in the years 
ahead, in helping Ger eianke the direction, nature or 
pattern of our trade, with a new trading bloc today 


or a group of state-directed economies tomorrow. 
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PART VII 
FOREIGN INVESTMENT IN CANADA 
LEY This Submission would not be complete without 


some mention of foreign investment in Canada, its 


importance, the problems it solves and creates, and 
the attitude with which we should regard the inflow of 
capital into this country in the future. 


As The Importance of Foréign Investment 
to Canadian zee Development 


continue 
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112. eg ae investment has been and w 
to be an essential source of economic development and 


growth in Canada. It affects the rate and pattern of 


Its effect is felt through its influence on both 
the supply of and the demand for capital and other 


resources in this country. 


113% The increase in the supply of, and demand for 
capital and other resources in Canada through foreign 
investment have made a significant contribution towards 
accelerating economic growth of this country. Periods 
of rapid economic development have been associated 
clearly with high exports, a large inflow of foreign 
capital and large-scale immigration, the three factors 
most responsible for Canada's advanced economy and 
high standard of living. Foreign investment and the 
oe a gee yy in the supply of capital have 


helped Canada to improve the pattern of her economic 


development, and to reap at an early stage substantial 


economies of linkage and scale. For a long time the 
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the economy of this country was characterized by the 
small scale of many economic épebations’ ineluding 
saving and finance, But for the development of our 
natural resources in particular several important 
types of large and complex investment projects have 
been harbenirys These projects have required large 
pools of capital at the disposal of individual firms, 
as well as considerable risk-taking, advanced 
technology, and specialized entrepreneurship and 
management. For these types of investment this 
country has often had to depend on productive factors 
which were more appropriate and accustomed to such 
operations, typically foreign capital, management and 
technical services. Indeed, because of their size, 
experience, assurance of export markets for a good 
part of the output, reliance on foreign sources of 
supply of materials and parts, and, more generally, 
good commercial and financial connections and support, 
the foreign interests found given ventures much 


less risky than they appeared to Canadians. 


ive It is commonly assumed uertoaubaans 
dependence on foreign capital will diminish in the 
future. But the nature and extent of this change, 

so readily forecast, has seldom been explained 
clearly or supsdetde convmmeiiely ] Qualitatively, 

we shall very probably depend less on foreign capital. 
The development of our financial institutions and 
methods and instruments of finance, the increasing 


maturity of Canadian industry, and the gradual 
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removal of. certain thinly justified restraints, legal 
or conventional, on greater participation of our 
large financial institions and pensions, or other 
funds in equity investment, are making it increasingly 
possible for Canadians to concentrate and supply 
substantial volumes of venture capital. Education, 
training, research and technical progress in this 
country should also tend to decrease our dependence 
on foreign technology and specialized entrepreneur- 
ship and management. One may expect also that ways 
will be found to induce and support the expansion of 
activities of institutions undertaking longer-term 
financing of business, and, if necessary, also the 
development of more and stronger institutions. It 
is hoped that in a country whose manufacturing and 
other industry is expanding and should continue to 
do so, such institutions can be helped to compete 
more effectively with the banks, insurance companies 
and other institutions for funds needed for equity 


investment and more risky ventures. 


mR hoes These and other developments in our capital 
markets, including our institutions and methods of 
finance, and the increasing maturity of Canadian 
industry may diminish also our quantitative dependence 
on foreign capital: a somewhat larger proportion of 
our capital formation may be financed by domestic 

Lae gM he However, it is necessary to guard against 


undue, perhaps superficial, optimism in this matter. 


ni For a long time most economists believed 
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that as a country developed and its income per head 
rose, the percentage of its income saved and available 
for capital formation increased. This has not been 
the case. Closer and more fundamental examination in 
recent years, supported by statistical and factual 
information, has shown the truth of the matter to be 
quite different. High income per head is not necese- 
sarily accompanied by a high ratio of saving to 
national income - changes in this ratio depend rather 
on a number of other factors. We conclude that a 
rich economy like Canada might still depend on 
foreign investment to a very great extent. Indeed, 
this dependence is likely to be the greater the more 
the rate of growth in total national income is raised 
so that investment becomes a considerably larger 
percentage of our national income than it has been 
for the last four,or five years. Self-sufficiency 
in capital requirements is more likely to be achieved 
in a stagnant Canada, with no immigration, with a 
low rate of natural increase in population, and with 
investment in education, health, communications and 
industry all lagging. In these matters we can 
afford no mistakes. Erroneous views may be followed 
by misguided policies regarding foreign investment 


and lead to very undesirable consequences. 


EEG It is very likely, of course, that not 
only shall we depend very considerably on foreign 
capital for further growth, but also that foreign 


capital will be very anxious to come to Canada. 
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Foreign capital will be attracted to those countries 
in which the conditions of demand for it are best: 

The demand for capital depends partly on the rate of 
growth of national income and, hence, of the demand 
for the output of final goods and services. There is 
no reason why, given appropriate policies, Canada 
should not be able to achieve as high a rate of growth 


in national income as any other country. The demand 


for capital depends further on the supply of important 
factors of production, such as natural resources, labou 
of various skills, and managerial and technical services 
and with appropriate policies, there is little reason 
why this richly endowed country shouts tani second to 
any other. In addition to the supply of capital, we 
include among the important conditions enhancing the 
demand such things as order, good government, 
political security, and safety of property, conditions 
usually referred to as "a favourable climate for 
business." The demand for capital depends also on 

the economics of scale that capital investment can 
take advantage of, and, in this respect also, the 
growing Canadian markets and the proximity af other 
large markets should provide most attractive conditions. 
We conclude that there is every reason why this 
country should be one of the most rapidly expanding 
areas of the world and one of the most attractive 
fields for investment of foreign capital. It is a 
fallacy, as gross as it is common, t. believe that 
the demand for capital is greater in the so-called 


have-not countries. The need for almost everything 
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may be great in those countries. But in most of them 
the demand for capital and the price they can pay for 


it are low. 


118. In sum, we shall need a substantial volume 
of foreign capital if we are to accelerate the pace 
of our economic expansion. At the same time it is 
clear that our economy can be as attractive to 
foreign capital as any other country in the world, 
and more attractive than most. It would be a great 
pity then if we failed to exploit to the fullest 
possible extent this opportunity, of securing 
additional resources for developing our economy and 
increasing our incomes. It would be tragic if the 
reasons for our failure were erroneous thinking and 
faulty policies. 
B - The Advantages and Disadvantages of Foreign 
Investment in Canada 
uP ASRS The material presented above has been based 
on the assumption that foreign investment is advan- 
tageous t@ Canadian economic growth. There has been 
no attempt made to anepidarter between the forms 
foreign investment can take, such as direct and 
portfolio investment or equity and loan capital, nor 
the possible advantages or disadvantages that foreign 
investment may entail. There are, however, pros and 
cons of foreign investment that should be clearly 


understood. 


L205 In the first instance foreign investment 


supplements domestic capital and influences the rate, 
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types and distribution of supply of capital in this 
country through its bearing on factors relating to 
domestic saving. When foreign investment takes the 
form of direct investment it often is accompanied by 
the flow of entrepreneurship, risk-taking, specialized 
management, technology, skills, and, possibly, valuable 
patent rights into this country. Another related 
advantage of direct investment is that the operation 
of foreign enterprise in Canada has "demonstrated" 
and "taught" business, productive methods and skilis, 
and has helped to advance the business mentality of 
this country. Still another advantage of direct 
investment is that, like the human immigrant, it tends 
to stay more or less permanently in this country. 
Moreover, for some years after a new business invest= 
ment is undertaken there is need for consolidation 
and growth: profits tend to be ploughed back and 
servicing of foreign capital on a substantial scale 
is delayed. Finally in difficult times the service 


on foreign equity capital tends to decline. 


1286 Foreign direct investment has presented 
some disadvantages for Canada. Our natural wealth 
has attracted foreign capital into our resource 
industries. In addition, some of our manufacturing 
industries have attracted foreign capital, partly 
because of tariff Weoteccien and Commonwealth 
Preference, and partly because of the growth in 
recent years of some significant domestic markets 


for manufactures. Foreign investment has tended 
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to concentrate in particular industries, and it has 

in effect dominated a number of mining and manufacturing 
industries. Outstanding examples of foreign control 

are found in the rubber, automobile and parts, 
electrical apparatus,smelting and refining, and 


petroleum and natural gas industries. 


122. While most of the public debate about the 
disadvantages of foreign investment has focused on 
the question of foreign ownership, and the problems 
associated with branch plants in Canada, some people 
are concerned also about the volume of foreign 
investment in Canadian fixed-interest bearing 
securities. Loan capital coming into Canada must be 
serviced in good times or bad. Further, it has been 
argued that at times the large-scale inflow of 
foreign capital into Canada foreed the exchange rate 
up to the point where tariff levels were reduced in 
effectiveness and Canadian exports suffered. However, 
the greatest concern arises from the fact that Canada 
has accumulated an outstanding net foreign indebtednes 
(including equity capital) of some $18 billion. We 
have been placed in a position where foreign 
confidence in the ability of the Canadian economy 

to meet and repay its foreign obligations is of 
supreme importance to the future growth and develop- 


ment of our economy. 


123% There is little doubt that foreign business 
investment present some disadvantages for Canada. 


And there is no doubt that this country is fully 
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justified in using measures which are aimed at safe- 
iaiihaithes: fundamental national interests. Unfortunately, 
as we read the record, attacks on foreign investment 
have all too often been over-emotional, misinformed 


or in defence of vested interests. 


124. It is unfortunate that the attack has been 
directed also against portfolio foreign investments, 
notably investment in provincial and municipal bonds. 
These are types of foreign investment which do not 
share the disadvantages of foreign business invest- 
ment to which we referred, especially the so-called 
"foreign control of important sectors of the Canadian 
economy." They are precisely the types of foreign 


investment which, in our opinion, should be encouraged 


Leon, Clearly, it would be to our advantage if 
our heavy requirements for investment in human and 
social capital, seieniod in an earlier section of 
our Submission, could be met partly from abroad. 
We would be using foreign capital resources to 
educate our youth, train our labour, build our 
highways and public works, and construct public 
utilities and community services. We would be 
yielding no "control" of any sector of our economy 
to foreigners, and we would repay later out of the 
much higher incomes that economic development would 
bring forth. We repeat that this is a privilege 
that few countries in the world can hope to enjoys 


It would be folly not to take full advantage of it. 
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126. We believe that regarding the problem of 
foreign haviewl wad business your Commission can 
perform no greater service than to analyse and 
explain the role of foreign investment in Canada, 

in the past and the future. Wer abs nee MRbE upon 

your Commission only as being a body of experts who 
can produce policy recommendations. We expect that 
from a position of authority it can "set the record 
straight" on a number of financial and monetary 
issues. We hope that in this capacity you will 
outline clearly the real advantages and disadvantages 
of foreign investment and of the various types thereof|. 
Also that you will point to the dependence of vigorous 
Canadian economic expansion in the future on the 
contribution of foreign eupa ead We often wonder 
whether this is sufficiently realized in this country. 
Above all, we hope that: you will make unmistakeably 
clear the consequences of the alternative policy of 


"soing it alone," 


of dispensing with foreign capital 
and therefore the other services which often accompany 
foreign investment. No doubt this we can de, but 


only if we opt for a rate of progress far below our 


economic potential. 


L273 We should hope further that the Government 

of Canada, in consultation with the Provincial 
eniramanes. will develop, announce and explain a 
clear-cut long-term policy towards foreign investment. 


In recent months there has been considerable confusio 
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1 in Canada and abroad about the Canadian attitude 
2 towards foreign investment, whether it is welcomed 
3 or dammed. And we have witnessed extraordinary 
4 gyrations in attitudes and policies: one day 
5 foreign capital is suddenly stopped at our border, 
6 and foreign business is, in tibet prompted to 
| leave the country; only a few months later a 
8 repenting Canada lays out the red carpet. 
9 | 
128. The announcement of a clear and consistent 
.: attitude towards foreign capital should go a long 
if way towards bringing the desired results. However, 
em we hope that further steps will be taken in order to 
a bring the declared pelicy imto effect. if as we 
expect and hope, the approach to foreign investment 
ch is intelligently positive, we should expect ae 
i Government to remove all unjustified and unnecessary 
: restrictions. We hope that your Commission will 
o study the matter and spell out these obstacles, It 
7 is perhaps needless to point out to you that, while 
- over the short-run the withholding tax levied on the 
- interest on provincial and municipal bonds held 
abroad might seem justified for reasons indicated 
se later, we consider its maintenance over the longer 
* period patently ill-advised. We are looking forward 
ii to the earliest repeal of this hindrance to foreign 
= portfolio investment. 
27 
28 129, More positively, we expect that your 
29 Commission will recommend measures by which foreign 
30 capital will be attracted to this country, especially 
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foreign investment in provincial and municipal 
securities. Our ability to attract capital depends 
greatly on the structure and functioning of our 
financial system and on our monetary and exchange 
rate policies. In view of the great social, economic 
and political importance of provincial and municipal 
expenditures, emphasized in an earlier section of 
our Submission, the success of our financial system 


and of our financial and exchange rate policies must 


be judged to a large extent by the measure by which 


they take care of the needs of provincial and 
municipal governments and agencies for foreign capital 


resources. 


430 6 There is not the slightest doubt in our 

mind that over the long-run Canada stands to gain 

a great deal and lose very little from foreign 
investment. However, over certain shorter periods 

it may be desirable to discourage the flow of foreign 


capital into Canada. 


uo On account of the importance of foreign trade 
of the nature of many of our exports, as well as other 
reasons, this country has been exposed over shorter 
periods to the impact of declines in business and 
Beets abroad. Our incomes and employment have been, 
and for the foreseeable future will continue to be 


dependent on these changes very substantially. 


i352. Generally, when our economy is in a recession 


and a significant part of our plants, equipment and 
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labour is underutilized or unemployed, imports of 

foreign capital are less desirable. Such imports of 
capital amount, in effect, to " importing unemployment" 
foreign financial resources are being used to buy 
foreign products, whereas in many cases unemployed 
Canadian resources igala be used bor pysaude substitutes 


for imported goods. 


LoS. We hope that your Commission will discuss 
and recommend policies by which this country might 
or should at various times discourage the inflow 
foreign capital for limited periods, while adjusting 
its balance of payments to the change in the conditions 
and requirements of employment and national income, 
In the formulation of appropriate monetary, excharge 
rate and other policies special consideration must be 
given to the credit requirements and debt service 
obligations of provincial and municipal governments 
and their agencies. Inept or haphazard measures 

may produce a lasting damage to our long-run interest 
We cannot help urging again the establishment of 
machinery for close consultation on these matters 
between the Federal and Provincial Governments, and 
the provision for representation of the Provincial 
Government on the Board of Directors of the Bank of 


Canada. 
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Trento, Ontario 
Some time ago, when I was invited to appear as 
a witness before this Commission, I asked the Secretary 
to suggest the subjects on which the Commission might 
like to receive my comments or opinions. He was good 
enough to give me a rather formidable list - formidable 
at least in relation to my resources and capacity. 
In the end, I have found it necessary to confine my 
initial evidence to two subjects in which the Commission 
expressed interest, and to two others that I myself 
wished to mention. 
The first two are: 
(1) The composition and role of the Board of 
Bank of Canada and views as to how their 
contribution might be strengthened. 
(2) The scope of monetary policy - should it be 
general or both general and specific? 
The second group: 
(1) The statutory relationship between Bank 
of Canada and Government. 
(2) The statutory provisions covering relations 
between Bank of Canada and the Provinces. 
Before going any further, I would like to 
present my credentials or perhaps it would be more 
accurate to say my lack of credentials. Association 
with Bank of Canada for some ere years is the only 
credential of which I am aware. But I must remind the 
Commission that this association ended nearly eight 
years ago. At the present time, while I am connected 
with a number of companies, either as Chairman or 


Director, this fact has not even-a remote connection 
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with my appearance here. Opinions which I express will 
be purely personal. 

With these few precautionary observations, let 
me turn to my first subject - the composition and role 
of the Board of Directors of Bank of Canada. Views as 
to the role of the Board logically come first. 

I believe that the most important function of 
the Board is to form opinions on the intelligence, 
professional competence, powers of judgment and 
common sense of the management of the Bank. By 
"management" I mean not only the Governor and Deputy 
Governors but a number of others whom they will have 
the opportunity to meet, and who constitute the Bank's 
resources for the future as well as its strength for 
the present. If the Directors believe that the quality 
of personnel is not what it should be, anywhere along 
the line, it is their duty to express such views and 
to press for improvement. The Governor is the first 
man to whom they should speak, but, if the need arises, 
they are certainly not precluded from discussing the 
situation informally with the Minister of Finance. 

I hope I will be forgiven for making the trite 
remark that quality of top management is important in 
any organization, but exceptionally important in the 
case of a central bank, whose policies can affect the 
economic life of every Canadian. So to my mind the 
major role which I assign to the Board - watch-dog 
of the competence of management - is one of great 
public importance. 


I do not underestimate the difficulty of 
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effectively discharging this responsibility. Anyone 
who has had much business experience will have ean 
cases where Directors were dissatisfied with management, 
but, either through timidity or a reluctance to upset 
the applecart, have refrained from doing anything about, 
it, except possibly to grumble in private. That..is a 
problem which, potentially at least, faces all Boards, 
and they must try to cope with it. 

I do not believe that Directors must be 
financial experts or economists in order to perform the 
duty I have been discussing, although for other reasons 
the presence on the Board of some men with Pipaedal or 
economic backgrounds could be most helpful. If the 
Directors are intelligent men of wide experience and 
independent turn of mind, they will have had many 
occasions to estimate the quality of others in different 
walks of life. They will have frequent opportunities 
to see the Bank management in action, proposing or 
explaining policies or discussing the results of past 
actions. If, after a time, they cannot sense weaknesses, 
if any exist, then their calibre leaves something to be 
desired. Now it would be Utopian to assume that each 
and every member of the Board filled my prescription 
for an ideal central bank Director. If a reasonable 
number are in this category, they will leaven the mass 
and set the pace. 

While I have taken time to stress what I believe 
to be the major role of the Board, I do not want to 
imply that the contributions they can make in other 


fields are unimportant. They can bring to the 
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management information and views from all parts of 
Canada. They can contribute greatly to morale by 
their encouragement and support of the Governor and 
his associates, so long as the management commands 
their confidence; and they can play their part in 
appraising the efficiency and economy of the admin- 
istration of the Bank and the level of salaries. 

It will be understood from what I have said 
that I do not believe it to be the duty of the Board 
to formulate monetary policy. They should look to 
management for proposals and recommendations in that 
field. Obviously they have every right to make 
criticisms and suggestions and in that connection 
the presence on the Board of some members with 
considerable financial or economic knowledge is most 
desirable. In the final analysis, however, I think 
that on questions of monetary policy the Board must 

depend heavily on the Governor <- again so long as he 
commands the Board's confidence. 

It must be remembered that monetary policy at 
any given time may be influenced by fiscal policy, 
present and prospective, or by foreign exchange policy, 
present and prospective. The Governor should always be 
aware of the Government's present position and future 
intentions in these fields, but, so long as they are 
not a matter of public knowledge, he cannot or should 
not transmit information to anyone other than officers 
of the Bank who need to know because of the duties they 
perform. 


There were occasions during my time as Governor 
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when I felt somewhat embarrassed by the fact that I 
could not give the Board a complete explanation of the 
reasons for certain proposals, because they were partly 
based on actions which the Government expected to take 
but which were still categorized as secret. When 

these Governmental decisions became public property, 
and particularly if this took place shortly after a 
Board meeting, I know that some Directors did not 
relish the thought that they had conducted discussions 
while partly in the dark. I do not think there is any 
solution to this problem. But if it is accepted that 
the eaiee role of the Board is the one I have suggested, 
there is no real cause for embarrassment. 

The Commission has received various suggestions 
in regard to the composition and numbers of the Board 
of the Bank. In some that I have read, the view is 
expressed that only men with experience and skill in 
financial and economic matters should be appointed. 

I sense that the recommendations that the principle 
of regional representation should be abandoned and 
that the number of Directors should be reduced are 
inspired in part at least by the feeling that it 
would be extremely difficult to find twelve men with 
the skills mentioned a moment ago, particularly if 
the Government had to have regard to their Paes of 
residence. 

As I mentioned earlier in my remarks, I am all 
in favour of the presence on the Board of some men who 
have high competence in financial and economic matters 


but I believe that restriction of membership to people 
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in this category would, in fact,weaken the collective 
wisdom and standing of the Board. This opinion is, 
of course, influenced by the views I:-have expressed in 
regard to the role of the Board. 
The basic fact is that appointments to the 
Board have to be made by Government. No form of 
legislation can ensure the appointment of first-class 
Directors but nothing in the present Act prevents it. 
For my part, I see no point in changing the Act in an 
endeavour to accomplish by legislation something 
which inevitably depends on the wisdom of rere er 
The second subject on which I am to comment 
is the scope of monetary policy - should it be general 
or both general and specific? As a preface to my 
remarks, I propose to quote some evidence I gave to 
the Standing Committee on Banking and Commerce on 
May 5th, 1939. 
(Minutes of Evidence - pages 368 and 369) 
"The last point which I would like to mention 
concerns central banking activities of a general 
character. In speaking of this - very briefly - 
I will not try to define exactly the things in 
which a central bank might interest itself. One 
might say either that nothing is the bank's business, 
or that everything is its business. The bank must 
try to maintain a reasonable balance in that respect 
It should not entertain the thought that it should 
have a finger in every pie, but it certainly must 
neglect no opportunity to make suggestions or 


give a lead when its knowledge of a situation gives 
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it reason to believe that such action would be in 
the public interest. Its closest connection is 
likely to be with the financial activities of its 
market = with the operation of the stock and bond 
markets as well as with the business of the 
commercial banks. It is deeply interested in the 
machinery by which the savings of the people are 
mobilized and invested. Moreover, it cannot fail 
to be concerned with the progress and development 
of industry in general. If the bank has reason to 
believe that unsound developments are taking place, 
or unsatisfactory practices are being followed in 
any important department of the Canadian economy, 
it must try to find an opportunity to make suggestions 
which will bring about an improvement. I do not 
suggest for a moment that the central bank has 
superhuman intelligence, but°a central bank is in 
a better position to accomplish something than any 
individual can be. Naturally, successful pros- 
ecution of activities of this character depends 
on experience and the wisdom and prestige which 
come with it. Ill-considered action, or an attempt 
to cover too wide a field, are equally fatal." 

In expressing an opinion on whether monetary 
policy should be general in character or both general 
and specific, I am nibecppatttet tepedute" to mean 
efforts by the Bank to secure certain desired results 
by moral suasion. Incidentally, there have been 
objections to this phrase, but, as it has been employed 


by the Bank of Canada in its submission to the Commission, 
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I feel reasonably safe in following suit. 

It will be seen from my remarks in 1939 that I 
am in favour of the use of moral suasion to promote 
specified policies, provided that the occasions on 
which this is done are restricted by prudence and 
common sense. However, there are certain alternative 
courses of action which should be examined. 

(1) One such would be for the Bank to confine 
itself strictly to the exercise of the powers found 
in the Act. In order to influence cost and availabilit 
of credit, the Bank would rely on its ability to 
determine the cash reserves of the chartered banks and 
so - within narrow limits - the total volume of bank 
eredit outstanding. When such credit reached a level 
beyond which the Bank thought it unwise to go, for 
the time being, the Bank would not be directly concerne 
if pressing demands for loans for stock market or other 
speculation, instalment finance, or term loans to large 
corporations, were tending to freeze out other 
borrowers, or if the banks were reducing their liquid 
positions to a level not much in excess of statutory 
reserve ratios. My own opinion is that such a course 
of action would at times produce an unnecessarily 
difficult situation for the mass of borrowers, would 
contribute to undue fluctuations in business and, 
incidentally, to serious criticism of the banking 
system. 

This opinion is based on certain assumptions 
about how the banks operate. Competition for the 


business of financially strong corporations and 
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individuals is intense and banks will go to almost 
any lengths, within their concept of safety, to prevent 
competitors from capturing such accounts or the account 
of individuals who can influence the transfer of 
business. The banks may feel that their advances in 
a particular category are increasing beyond reasonable 
bounds (although probably safe) and rendering it more 
difficult for them to cater properly to all their 
clients. Left to shemsetvacs however, they will have 
great difficulty in calling a halt,at least until the 
extreme point is reached where they have literally no 
further ability to lend. 

It is not just a desire to reminisce which 
makes me hark back to the situation in 1928 and 1929. 
One of the disasters of that time was the enormous 
increase in the volume of bank credit for stock market 
speculation. Bank presidents and general managers 
spoke of this Peives in addressing their annual meeting 
as early as 1928, if my memory serves me right. The 
practical results of these warnings were not visible to 
the naked eye, as loans continued to mount until the 
crash came in the autumn of 1929. 

If there had been a central bank at that time, 
I am sure that the Governor could have rendered a great 
service, say, early in 1928, by proposing to the banks 
a restriction on credit for the purchase of stock 
pauras securities. He would not have been more percip- 
ient than many of the commercial bankers, who were 
admittedly worried about the excesses of the time. 


I believe the bankers would have received him with open 
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arms and that such an arrangement could have been made 
to work to the advantage of the country. General 
managers would have been able to say to important 
clients who were being refused accommodation that the 
reason was to be found in the agreement sponsored by 
the Bank of Canada. The Governor could have been 

the whipping boy - a useful function which he has 
performed on various occasions since 1935. 

As a postscript I must add that the extension 
of credit in the late '20's could not have been so 
great if the banks had not been able to borrow freely 
under the Finance Act. A central bank might well have 
kept them on a tighter rein, although I have my doubts 
as to whether that alone would have dealt effectively 


with the problem of credit for speculative purposes. 


(2) Another course of action would be for 


Bank of Canada to eschew moral suasion but for the 
Government to step into the breach. This would not 
meet the criticism that actions were being taken 
without authority from Parliament, unless, in fact, 
Parliament conferred such authority to regulate 
activities in certain financial fields. The authority 
would obviously have to be very general in character 
and for that reason quite dangerous ~- or so I believe. 
I much prefer persuasion to coercion in dealing with 
the too little understood field of credit policies. 

I should state here my assumption that attempts 
at moral suasion by Bank of Canada will be directed in 


most cases to the chartered banks. The Bank of Canada 
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does not go to them as a dictator and, unless a 
responsible majority of the bankers feel that the 
action proposed is in the public interest and not 
seriously prejudicial to the banks, the Governor 
will not get an agreement. 

Furthermore, I assume that the Minister of 
Finance will always be aware of proposals which are 
being made by Bank of Canada. He will not be asked 
for formal agreement, so that his prestige and that 
of Government is not engaged. But his tacit blessing 
is required. Finally, let me say that I do not over- 
look the pitfalls lying in the path of anyone who 
attempts qualitative control of credit. In the final 
analysis, over-all monetary and fiscal policy must do 
the job. But I believe there can usefully be some 
rare, temporary and prudent exceptions to this rule. 

I propose now to comment on the statutory 
relationship between Bank of Canada and Government. 
The Commission will, of course, understand that I am 
not concerned with the sections of Bank of Canada Act 
which deal with the Bank's powers to make loans to the 
Federal Government or with information which has to be 
given to the Minister of Finance, and so forth, but 
rather with the major question of responsibility for 
monetary policy. The Act places this responsibility 
on the Governor and Directors of the Bank and is 
silent about the position of Government in this field. 

I hope that the Commissions! patience will not 
be tried if for a second time I quote some remarks 


I made to the Standing Committee of the House of 
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Commons on Banking and Commerce. The date was March 18th, 
1954, and, as the text will indicate, I was speaking 
extemporaneously in reply to a question. 

(Minutes of Evidence - pages 25 and 26) 

"The situation is that parliament has placed 
squarely on the shoulders of the directors and 
management of the Bank of Canada the responsibility 
for monetary policy. It would)» be of no use for-us 
to come before a committee of this kind and say 
invrespect..toa certainsactions whichewerescriticized, 
we did not like that, but the government wanted us 
to do it. The proper question would be; in what 
Act has parliament said that you should do something 
in the field of monetary policy in which you do not 
believe? Therefore, we must and do take full 
responsibility for everything which we have done. 
Now, I think myself that the Bank of Canada Act is 
in this respect a very good Act, and better than 
most, because it is clear. There is no alibi 
possible for the central bank." 

"On the other hand, there is no alibi possible 
for the government, because if government said: 
well, we disagreed with what the central bank did, 
but parliament has placed the responsibility on 
them, so what could we do? The answer obviously 
is that the administration of the day, supported 
by a majority in parliament, can always alter the 
legislation. In fact, I doubt whether a dis- 
agreement would ever necessitate such a thing, 


because there are various ways and means by which 


24 

eae 

he ae A ; : v 
fey tate ils Raa - 


- ; ra bd ‘ 
ates Tis 7 vo" 


PBL doweM asw. aint ent » + 90remmM0D- bas. a 7 lg its 
 gainseqe asw I ,etsotbhat [Ltw sed) adele, hee js 


¥ 
we 
a 


efeltasup s ot Ylqor mi Ylavoonsroqmedxe | 

(OS bys. eS gegsq ~ sonebivd to; eetumtM) «9 jo oves 

beoslq asd tnemsilisq sadd el solisutia edt" ».6 6 rey 
bas etetoetto sodd to eieb{veda edd mo yLowsypa 

ytilidianegasi edd sbsnsad to Aansd oct. to Jnemexzsnsm’» 

ey.xol.ean on, tored bivow sli. syoLiflog Visi spite 103) oe 

yse boas bnin.eidd to setdimmoo s sueted emoo.ed~.” 
 bestoitiuzos siew doidw, anotios nietie9 ot Josqaes ok 


if 
au betnaw tonemareveg oddadtud ,tsdt anki ton bib sw 


tedw. nat, ~ed bivew:noltgeup teqes¢ edTe sti obs od» ” jst : 
anidtemoa ob blyera voy tad? bise Jnemsifisa, asd toA>»> fet " 
Jon ob woy dotdw at yotfog yxstenom to blot? edd at. Int ; 
{fut exist ob bus taum ow ,evoteredT  ftoevetied. der ; 
.emob evsd ow doidw gniddyisve rot yitlidbeneqes . at "4 
ef JoA sbhensd to Nnasd odd dedd BMeaym Antdt I .wot tr ee 
nedd setied bas .toA boon yiev s dooqaer aidd ok: RE | 
tdifs om ak ered? ,xseLo-at JE eausood + ytaome” ler 
e 7 ",Nasd [eudaso ont wot eldieaeq... HO 
eldiaacog tdils on - siedd .baed vercite sdi ad" ty) re mi 
sbisa dnomarevesg tt sausood .daemarreves ond ZO 3h o% ge 


.bib Nnasd fsitaso oft Jadw dtiw besrgsetb ow .Ifew >> | 
_ mo yYtltlidienegae: eris psoala nel dnomsifseq gud | 
Ylevotvde tewers edt fob ew biveo tsdw oe mont. o 
Seeuseush 2«V¥sb odd ‘le atktectenntehs odd Jtadt oat 

eft tadLes eyswis aso .dnemsifisq ot yiiteteam- syd). 
soe ( 8th sp tedtsdw ddyeb I .tost al ~hettelatger 


.~edidsd s dove statiassosn steve bivow tnemeoras | ‘ea 
aa ” : rape } mr” i 


y mh 1S s > ey bao tee p 7 , 


— 


Nethercut & Young 


| Forente, Ontario ae 

1 directors and management can be got rid of. Iam 

2 sure that in the case of a serious disagreement 

3 that is what would take place. There is a long 

4 history behind this thing in central banking - 

5 and I assure you I won't take up much more of the 

6 committee's time - but in the days when kings and 

7 princes ruled the roost, they had rather a nasty 

& habit of debasing the coinage when they got into 

9 a fix, and even later on parliamentary governments 
10 sometimes did the same thing, in the modern sense 
11 of inflation. Therefore, it is interesting to 

12 notice that in all the many countries of the world - 
13 I think it is 60 or more which have central banks - 
14 they have always been set up not as a department of 
15 government but as separate institutions. In many 
16 cases, they have altered in form through the years, 
17 and with hardly an exception they have been 

18 nationalized, but they have been left as separate 
19 structures with the idea that then there are certain 
20 checks in respect to the possibility of doing that 
21 insidious thing which not one person in a million 
22 understands, debasing the currency. In some cases, 
23 eof course, the independence, while intended to be 
24 encouraging to the public, is a pure facade. 
25 - Qbviously that is so in a totalitarian state. 
26 But even in some other places in recent years 
27 there have been governments - we have had them in 
28 sister countries of the commonwealth - which felt 
29 that they could not bear the thought that even for 


a day someone should frustrate or delay the policy 
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of the administration of the day. So on top of 

the facade which, so far as the public is edwcemnéa 
was supposed to convey an idea of check and balance 
and independence, they would write in a clause 
saying the policy ef the central bank shall be that 
dictated by the Minister of Finance from time to 
time. Myself, I think that that is a sort of 
mongrel arrangement, and the dewenay ween should 

be either a pure department of government and known 
to the public as such, or it should have indepen- 
dent responsibility." 

"Just to make sure that nothing I have said 
conveys a misunderstanding, I would like to add 
that no central bank, and certainly not the Bank 
of Canada has any delusions of grandeur or any 
thought that it has severeign power. That always 
lies with the administration which commands a 


majority in Parliament." 


While I quote my evidence in 1954, I had 
expressed similar Ro eiene ox other eccasions, 
commencing shortly after the brea tian ef the Bank in 
1935. 

It is obvious that Heh legislation in its 
present form is satisfactory sa pt if beth Bank and 
Government understand and accept the dual responsibil- 
ities to which I nareerce For a considerable number 
of years no difficulties or misunderstandings developed 
Various Ministers of Finance put their position on 


the record, clearly stating that the Government had 
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the ultimate and overriding responsibility for monetary 
pelicy. More recently it appeared for a time to be the 
view of Government that they did not in fact have this 
responsibility, because no specific reference was made 
te it in the Act. Still mere recently, the Government 
has again shouldered its burden. I should think it 
would now be extremely difficult for any Government 
to revert to the position that it was powerless in 
this field. 

While I centinue to beliewe that the present 
Act is soundly cenceived, I recegnize that there 
exists a bedy of respectable opinion favouring an 
amendment which would give the government power to 
dictate policy; and I am aware that previsions of 
this character have been incorporated in the central 
banking legislation of a number of ceuntries. My 
concern is to preserve the responsibility for monetary 
policy now placed en the Governor and Directors so 
that they could not, except at the expense of their 
integrity, implement a policy which they believed to 
be bad for Canada. The whole point in setting up 
a central bank as an independent organization is to 
protect the public and to previde means for warning 
the public if serious disagreements arise. If the 
independence of the central bank is purely a facade, 
ene gets the worst of both worlds. 

Parenthetically, and even though I am repeating 
myself, I want to define the use of the word 
"independent". It is net intended to convey the 


granting of all-embracing powers to be enjoyed by the 
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Governor and Directers - if such people do enjoy power. 
Rather it is intended to convey the imposition of a 
duty on the Governor and his asseciates to act in what 
they believe to be the public interest and to resign 
rather than act in any other way. I do not want to 
see the Governor put in the position of a Deputy 
Minister. In saying that, I am not reflecting in any 
way on the important and responsible pesition of 
Deputy Minister. But I do not understand it to be 

the duty of a Deputy Minister to resign if the 
alternative is te carry out policies which he believes 
to be wrong. If he finds the situation intolerable, 
he may quite his office, but that is quite different 
from doing se as a matter of public duty. 

It is, I think, interesting te consider the 
legislatien on this subject in some other countries. 
In the United Kingdom and the Netherlands the 
Government can issue directions to the central bank 
without being bound to make such directions public. 

In Germany, on the ether hand, the legislation, as 

I understand it, is similar in effect to the present 
Bank of Canada Act. Germany's experiences in the 
monetary field have been such that they attach great 
importance to the protection that an independent 
central bank can provide, so long as Parliament allows 
it to operate as such. 

In New Zealand, where the Act was amended in 
1939, to give the Government power to decide central 
bank policy, a further amendment in 1950 took the 


power away from the administration of the day and put 
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1) it inte the hands of Parliament. 

2 .In Australia, the procedure for dealing with 

3 differences ef opinien between the central bank and 

4 Government is carefully prescribed, the final say 

5 lying with Gevernment. But in the event of a written 
6| directive having been issued by the Gevernment, full 

v4 | information has te be given to Parliament within 

8 fifteen sitting days. 

9 If it is decided that there has te be legislatien 
10 ef this character in Canada, it seems to me that the 

11 Australian formula is the least harmful, although I 

12 would prefer a stipulation that directives te the 

13 Bank had te take the ferm of Orders in Council and that 
14 Government had to make its actiens known te the public 
15 at ence rather than after what might be a delay of 

16 months. 

17 I am certain what central bank Governers would 
18 feel their ceurse of action should be after receiving 
19 instructiens to fellew a policy which they had strongly 
20 opposed. Legally, they and their Boards are absolved 
21 from responsibility. So far as I am aware, there are 
22 not yet any precedents, so the question must go 

23 unanswered, 

24 Befere finishing my remarks on this subject, 
25 | I want to make a brief reference to the powers of the 
26 Board of Directers ef Bank of Canada. Under the Act 
27 as it stands, any member of the Board, including the 
28 Deputy Minister of Finance, is entitled to propose 

29 that the Bank should de certain things, or adopt 


30 certain policies. If the majority of the Board 
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(excluding the Deputy Minister of Finance) agrees, 
their decision is binding, subject to the veto of the 
Governor. The Governor in Council has power to 
override such a veto. It follows that, if there are 
unresolved differences of opinion between Bank and 
Government on matters of Policy, the Bank of Canada 
view, if it is to prevail even temporarily, must be 
supported not only by the Governor but by a majority 
of the Directors appointed by Government. 

May I turn now to the statutory provisions 
covering relations between Bank ef Canada and the 
provinces. 

Section 20, sub-section (1) of the Bank of 
Canada Act reads as follows: 

"The Bank shall act as fiscal agent of the 
Government of Canada without charge and, subject 
to the provisions of this Act, by agreement, may 
also act as banker or fiscal agent of the 
gevernment of any province.” 

During the first twenty years of the Bank 

ef Canada's existence, no Province requested the Bank 
to act as its banker or fiscal agent. I do not know 
what, if any, discussions may have taken place between 
the Bank and Provincial Governments since the end of 
1954. In any event, the Bank is not at the present 
time functioning as banker or fiscal agent for a 
province under the terms of Section 20, sub-section (1) 
of the Act. 

During my period as Governor, the subject of 


such a relationship was discussed at various times with 
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1 various provinces. The view expressed by the Bank was 
2 that no good purpose would be served unless a provincia 
3 government felt that it desired a continuing close 
4 collaboration with the Bank and in that connection was 
5 prepared to keep the Bank fully informed at all times 
6 in regard to its financial position and requirements, 
7 present and prospective. The Bank indicated that 
8 it would undoubtedly be prepared at appropriate times 
9 to make temporary advances to provinces or to purchase 
10 provincial securities, provided that the size of such 
11 operations did not clash with the Bank's primary 
12 responsibility for regulating credit and currency in 
13 the best interests of the economic life of the nation. 
14 During the discussions, however, it was indicated that 
15 a province should not feel that the main value of the 
16 cennection lay in the possibility of securing financing 
17 from the central bank. 
18 I think it is not surprising that no provincial 
19 government - at least up to 1954 = asked the Bank to 
20 become its banker or fiscal agent. An intimate 
2 relationship with a creature of the Federal Government 
22 might at times be a political liability for a prevince, 
23 My impression was that no provincial Premier would take 
24 this risk, if the principal benefit to be expected was 
25 the receipt of advice. Advice, particularly good 
26| jj.$.advice, can be embarrassing. 
27 From the point of view of Bank of Canada also 
28 the relationship would be a most difficult one. It 
29 is hard enough on occasion to co-ordinate the monetary 


30 policy of the Bank with the fiscal and debt-management 
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policies of the Federal Government. If the Bank was 
involved in responsibility, directly and indirectly, 
for the financial activities and credit requirements 
ef provinces, its problems would be such that I do not 
believe it could render good service to all its 
governmental clients. Inevitably the primary concerns 
ef the Bank must be the credit needs of the country 
as a whole and the fiscal problems of the Federal 
Government. Conflicts of interest might well arise, 
and provincial governments would be aggrieved if they 
came to feel that their interests were subordinated 

to other considerations, no matter how important 

these considerations were, from the point of view of 
the Bank and the Federal Government. 

There is still another possible source of 
difficulty and embarrassment. Under Section 20, 
sub-section (1) of the Act, the Bank must act as 
fiscal agent of the Government of Canada. It has no 
choice. But the performance of this function for a 
province is a matter ef agreement. If the Bank felt 
that a prevince's financial policies were leading it 
into serious trouble, and its advice in this connection 
was rejected, it could not in good conscience continue 
to be publicly associated with the prevince in 
question as banker and fiscal agent. I think that 
in such circumstances the Bank would have to terminate 
the arrangement, an action which would have a bad 
effect on the province's credit standing, at least 
in the short term. 


Those who were responsible for drafting the 
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original Bank of Canada Act in 1934 undoubtedly felt 
not only that a central bank was essential to the 
proper functioning of Canada's monetary system, but 
also that the bank could be of great help to the 
Federal Government in its capacity as adviser and 
collaborator on debt management. 

They alse believed that it would be good for 
provincial governments, if they se desired, to receive 
objective and impartial financial advice from a 
competent authority, not commercially involved in the 
business of buying and selling securities. In my 
opinion, they were right in thinking that this need 
existed. However, for reasons which I have cited, 

I doubt that the central bank can effectively respond 
to this need or that it will be asked to do so on 
any basis which would offer prospects of successful 
co-operation. 

I should imagine that any competent economist 
could make out a strong case for a considerable degree 
ef co-ordination in the financial activities of the 
various gevernmental authorities who between them 
take from the Canadian people a high percentage of the 
national income. If such a deve lopment should ever 
take place, I think that new organizational arrangement 
would have to be devised, with the central bank acting 
as an indispensable collaborater, but not as the spear- 
head. 

In my experience, bys banetbd te provinces 
in Section 20, sub-section (1) of the Bank of Canada 


Act has over the years given rise to various 


jLetieLbesdyebms Heehuct JoA sbsens) te ansa@ Ismktgino 
' edd ot istineees esw vinsd [sitnes s cdsdi yine ton 
tod <medeve yrsdenom a'tsbsas). To anknottonyt Tsqorg 
ait ot gqLodotse1g to sd biseo xXasd odd todd oats 
bas teseivbs as yitosqso sii oni cdnemasvesven isishs¥ 
»tnemoessnsm tdeb so tedssedsifeo 
tot bees ed blwew ji vse? bevetied sels yort - 

eyteosr ot ,betteasb oe yernd Li .ataemarsveg Istontvexg 
& mett setvbs [stonsnot? I[sisdisqmit bas svicestdo 
edit ail bevlovnt yitistovemmoo tom: .ysiivedins tnasteqmoo 
yuo .astituvoses zgsuitifea bas satyud to sasniaud 
boom eins gadd gatvntdd mt togia erew yedt .ootatge 
.betto evad I dotdw enoasst tel .tevewoH ..Sedeixe 
brrogast ylevitoetIs ase Anead [sities edd Jadd tdyob TI 
me ef ob ot boerles od [fiw df teddoto-been eins of 
futeassoonue to atooaserq sotto blyow-rdotirciw afasd yas 
',moiisisqe+-oo 

tatmeneos jnsisqmos yas dado omtasmt bipera TI 
sexrgeb eldstebiaenos & Tel seso anerte s tue silem biveo 
ety te goidivitos Istonsatt acid at meflisntore~09° Te 
mody osewied ow aolitrernsdus [sinsarrmreves erotisv 
ett to sgstneoteg dytd s elqosg fistbensd odd mext est 
eve biyorie daomqelevsb & fove I .smoont Lsnelisn 
toemeansi1s E[snotissiasgrte wen tedd anid? TF .sosiq eas 
antsos Masd [ertaso edd diiw .Ssetveb od ot evsed Bbivew 
#tseqa odd es ten dud ,uetatodsiles sfidsemeqaibni as as 
-5sed 

soontverq of saisadbecnella ,eonsiiegqxs ya al 
sbsasd to Nasa edt toe (£) mettose-de ,OS meksos2 at 


avetisy et sats nevizg arsey sdt teve asd goA 


Nethercut & Young 


Toronto, Ontario 


A. 22 


difficulties and misunderstandings. tr the authority 
granted in that Section is not likely te serve any 
practical purpose in the future, the Commission may 
wish to censider the advisability of recommending a 


change in the Act. 
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